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LETTER OF TRANSMITTAL 


House oF REPRESENTATIVES, 
SUBCOMMITTEE ON HovusiNG OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C., December 21, 1957. 
Hon. Apert Rains, 
Chairman, Subcommittee on Housing, 
Committee on Banking and Currency, 
Washington, D.C. 

Dear Mr. Cuarrman: In August of this year you expressed con- 
cern over the alleged growth of second-mortgage financing in the con- 
ventional-loan field and instructed the staff to gather information on 
the subject for subcommittee use. 

Transmitted herewith are reports on second-mortgage practices 
which we have received through the cooperation of the Federal 
Housing Administration, the Veterans’ Administration, the Federal 
Home Loan Bank Board, the Comptroller of the Currency, the Federal 
Deposit Insurance Corporation, and the Federal Reserve Board. In- 
cluded also are a series of speeches by the FHA Commissioner which 
express views of special pertinence to the subject of second-mortgage 
financing. Also, as you know, the record of the subcommittee’s recent 
hearing in Miami, soon to be printed, also contains a great deal of infor- 


mation on the use of second-mortgage financing in the conventional- 
loan sector. 


Respectfully, 
Joun E. Barriere, Staff Director. 
mr 
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SECOND MORTGAGE PRACTICES 


FEDERAL HOUSING ADMINISTRATION 


(The following letter was written to Hon. Norman P. Mason, Com- 
missioner, Federal Housing Administration, by Congressman Rains :) 
Serremper 9, 1957. 
Hon. Norman P. Mason, 

Commissioner, Federal Housing Administration, 
Washington 25, D.C. 

Dear Mr. Mason: I am becoming increasingly concerned over re- 
ports that second-mortgage financing and other potentially trouble- 
some financing practices are spreading i in the conventional loan sector. 

Apparently, as builders in some areas have experienced difficulty 
in obtaining FHA and GI financing in the current tight money mar- 
ket, there has been understandable pressure to maintain sales volume 
by offering buyers low downpayments in connection with conventional 
loans. As you know, this objective can be achieved through the second- 
mortgage device, through land-sale contracts or contracts for deed, 
and other devices which seek to lower the initial equity required from 
the home buyer. 

Clearly these devices are risky for the seller and can have the most 
undesirable consequences for the home buyer since the financing terms 
are such as to make him extremely vulnerable to periods of unemploy- 
ment or reduced income. Those of us who recall the topheavy vul- 
nerable mortgage structure of the 1920's cannot help but have a feeling 
of alarm if similar practices are once again becoming prevalent. 

I realize that under the FHA program second- mortgage financing 
1s supposedly barred under your regulations. (I use the qualifying 

“supposedly” because I have heard other reports which indicate that 
this prohibition may not always be observed under the FHA program. 
I would incidentally appreciate your comments on whether your 
agency has encountered violations in this field, and if so, what steps 
you have taken to police them.) 

However, I am primarily interested in the conventional loan field 
for the purpose of this letter and it occurs to me that your field direc- 
tors with their experience and knowledge in the mortgage field should 
be especially well equipped to furnish information on the conventional 
financing practices typical in their area. Since our subcommittee defi- 
nitely plans to investigate this subject of second-mortgage financing. 
we are naturally anxious to improve our understanding of the problem, 
and accordingly I would appreciate it very much if you could have 
your staff undertake an opinion survey of your local offices. 

I am, of course, aware that your field offices are under a heavy work 
schedule and for this reason I am not suggesting an opinion survey 
which would require research or outside inquiries on the part of your 


1 
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field directors. Rather I have in mind a relatively brief report to your 
central office which would summarize their views as to whether prac- 
tices of this kind are going on in connection with conventional loans in 
their area, and to what extent they are common. 

If your technical people have some detailed questions as to the type 
of information we seek, let me suggest that they get in touch with 
members of my sube ommittee staff. 

Since our committee will be actively exploring this subject during 
adjournment, I would appreciate having the results of your survey as 
soon as possible without undue inconvenience. Would October 14 
be a reasonable target date? When the reports are received, we would 
very much like to have copies of the individual field office reports in 
addition to any summary of the reports which you may care to com- 
pile. 

Sincerely yours, 
Apert Rains, Chairman. 

(The following letters and reports were received from the Federal 
Housing Administration :) 


FeperaL Houstnc ADMINISTRATION, 


Washington 25, D. C., September 13, 1957. 
Hon. Apert Ratrns, 


Chairman, Subcommittee on Housing, 
Committee on Banking and Currency, 
House of Representatives, Washington 25, D. C. 

Dear Mr. Rarns: Thank you for your letter of September 9 inquir- 
ing about secondary mortgage financing. We are asking our field 
office directors to give us their opinions ‘and reports on what is hap- 
pening in the conventional lending market with respect to second 
mortgages in their jurisdiction. We will have this information for 
you by the 14th of October as you request. 

We have not heard of any instances in which there has been sec- 
ondary financing with respect to FHA-insured mortgages. This is 
strictly prohibited by our regulations, and in any cases where it does 
occur we would take prompt action against those concerned. Over 
the past history of the agency there have been a few scattered in- 
stances in which we have found mortgagees resorting to such a prac- 
tice, and we have promptly suspe nded them from FHA operations. 
I would appreciate your informing me if you have any knowledge of 
recent cases of mortgagees attempting to utilize this device. 

Sincerely, 
' Norman P. Mason, Commissioner. 


FreperaL Houstne ADMINISTRATION, 
Washington 25, D. C., October 10, 1957. 
Hon. ALBerT Rarns, 


Chairman, Subcommittee on Housing, 
Committee on Banking and Currency, 
House of Representatives, Washington 25, D. C. 
Dear Mr. Rains: With further reference to your letter of Sep- 
tember 9 inquiring about secondary mortgage financing, I am pleased 
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to make available to you the enclosed reports which have been pre- 
pared by FHA insuring office directors in conformance with your 
request. 
Sincerely, 
NorMANn P. Mason, Commissioner- 


Survey or Current Pracrices In CONVENTIONAL LOAN SECTOR OF 
MortGace MARKET 


Insuring office: Albany, N. Y. September 30, 1957 

1. In your opinion how extensively are second mortgages, land- 
sale contracts, contracts for deed or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. From our investigation, we find that second mortgages are 
being used very little. 

One large savings bank states: “The use of second mortgages is 
practically nil.” 

Another observes: “From our experience and knowledge they are 
being used very little.” 

Another reports: “It is our opinion that there are few second mort- 
gages being recorded, in fact I have checked with 10 local attorneys 
and they concur in my opinion.’ 

One of Albany’s largest savings banks states: “Of late we have 
noticed a slight increase in the number of second mortgages.” 

Our consensus: Very little activity. 

How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Answer. No change. 

3. Describe in detail any development in i) use of secondary mort- 
gage financing which you consider unusual or peculiar to your in- 
suring office jurisdiction. 

Answer. No unusual developments have come to our attention. 


Tuomas E. Hanican, Director. 


Insuring office: Albuque rque, . ’. Jer. Né pte mber 27, 1957 


1. In your opinion how a are second mortgages, Tand- 
sale contracts, contracts for deed or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. Probably not more than 10 percent at this time. Real- 
estate contracts on existing properties are used in some instances to 
avoid refinancing charges. Very few builders and sellers of existing 
prope rties are taking second mortgages. 

How does the ‘frequenc’ y of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 


Answer. Somewhat less than 1 year ago. About same last 6 
months. 
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Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your in- 
suring office jurisdiction. 

Answer. The use of real-estate contracts (equity accumulation) 
appears to be diminishing, particularly when FHA value is close to 
or equals sale price. 

Litgurn C. Homan, Director. 


Insuring office: Anchorage, Alaska September 20, 1957 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. Because of high interest rates, short terms, and high equity 
requirements in the local conventional mortgage sector of the current 
market, approximately 30 percent of home sales are of the “contract 
for deed in escrow” variety. Second mortgages are not used by 
lending institutions to any extent but are used ‘extensively (perhaps 
50 percent) in the private sale market with the seller thus protecting 
the absence of a substantial equity in the buyer. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Answer. There is less use of sec ondary financing now than 6 months 
or 1 year ago as more purchasers are able to meet the lowered down- 
ae required by FHA insured lending institutions. 

Describe in detail any developments in the use of secondary 
decotagaag financing which you consider unusual or peculiar to your 
insuring office jur isdiction. 

Answer. An unusual condition of short residence in the T erritory 
due to Defense Department system of rotation and return to the 
States of contract workers results in many sales of a “contract for 
deed in escrow” type with secondary financing involved for initial 
equity. In many cases these contracts are assigned to new buyers 2, 
5, or 4 times. 

Wim M. Corus, Director. 


Insuring office: Atlanta, Ga. October 3, 1957 

1. In your opinion how extensively are second mortgages, land- 
sale contracts, contracts for deed or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. Second mortgage financing on conventional loans is quite 
common within the jurisdiction of the Atlanta insur ing office. Proba- 
bly as high as 35 to 40 percent of all conventional loans carry secondary 
financing of one type or another. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Answer. Little or no change during past 6 months or past year. 
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3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. No particularly unusual or peculiar developments have 
come to our attention. It is not uncommon for local mortgagees 
originating for their own portfolios to close first mortgage with 
the knowledge that second mortgage financing is being used. Per- 
haps the most common type of secondary financing here is one whereby 
the builder takes back a second mortgage or note. 


Joun F. Tuieren, Director, 


Insuring office: Baltimore, Md. September 27, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market ? 

Answer. In the Central City second mortgages, land-sale contracts, 
and hypothecations are financing devices utilized in medium-bracket 
$12,000 and under for sales housing. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago? 

Answer. Comparison same for prior 6 months; also, 1 year ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. None known. 

C. H. Borcuerprne, Sr., Director. 


Insuring office: Bangor, Maine September 20, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Answer. For years it has been the practice for the owner of a prop- 
erty making a sale to take a part of the purchase price back as a sec- 
ond mortgage. With the advent of FHA this practice has been sub- 
stantially curtailed. However, in some instances where the lending 
institution with a conventional loan can get a higher interest rate, or 
where the property will not qualify for FHA financing, the practice 
continues. The second mortgage is usally for a long enough term te 
make payments convenient and the interest rate is frequently the same 
as that of the first mortgage. : 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago? ; 

Answer. No change. 








6 SECOND MORTGAGE PRACTICES 


3. Describe in detail any developments in the use of secondary mort- 


gage financing which you consider unusual or peculiar to your insur- 
ing office jurisdic tion. 


‘Answ er. None. 
Joun H. Mager, Director. 


Insuring office: Birmingham, Ala. September 27, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market ? 

Answer. It is estimated that about 15 to 20 percent of the trans- 
actions in the conventional mortgage sector involve devices designed 
to lower the initial equity required. 

How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Answer. Same frequency as 6 months ago. Greater frequency 
the an a year ago. 

. Describe in detail any developments in the use of secondary mort- 
sts financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

Answer. “Share collateral” arrangements probably are not peculiar 
to this jurisdiction, but are in common usage by savings and loan 
associations. They work like this: a buyer has $2,000 to pay on a 
$15,000 house, so the savings and loan association, which wishes to 
limit its investment to $10,000, lends him $13,000, but requires him to 
open a $3,000 savings account pledged to the lender as a security 
additional to the mortgage. 


C. B. Haturman, Director. 


Insuring office: Boise, Idaho September 30. 1957 
In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market / 
Answer. Approxim: ately 75 percent. 

How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago? 

Answer. Frequency not increased in the past 6 months or a year, but 
oe more prev alent than 2 years ago. 

. Describe in detail any developments i in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
offic e jurisdiction. 

Answer. No peculiar developments in secondary mortgage financing 
in this jurisdiction. 


Berne K. Jensen, Director. 
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Insuring office: Boston, Mass. September 25, 1957 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market ? 

Answer. No evidence of sec ondary mortgage being used in this State, 
on conventional mortgages. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago ? 


Answer. No change. 
3. Describe in detail any developments in the use of secondary 


mortgage financing which you consider unusual or peculiar to your 
insuring offic e jurisdiction. 


Answer: No developments. 
Artruour E. Youna, Director. 


ae office: Buffalo, N. Y. September 30, 1957 
In your opinion how extensively are second mortgages, land- 
Si a contracts, contracts for deed or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 
Answer. There is very little second mortgage activity in our dis- 
trict. As a matter of fact, we feel that it is inconsequential. 
2. How does the frequency of use of secondary financing in the 


current market compare with conditions existing 6 months ago? A 
year ago? 


Answer. The same. 


» 


3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 


Answer. We do not feel that we have any unusual conditions. 
J.P. Donnewty, Director. 


Insuring office: Camden, N. J. September 23, 1957 


ws 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market ? 

Answer. In my opinion secondary financing in relation to conven- 
tional loans is neglibile in this area. It would only happen in a rare 
‘ase of existing construction where the owner, due to hardship cir- 

cumstances, might take a second mortgage. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago‘ 

Answer. No change. Frequency 6 months ago and 


‘ 1 year ago 
negligible. 
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3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. None. 

Micwart Apert, Director. 


Insuring office: Casper, Wyo. September 20, 1957 

1. In your opinion how extensively are second mortgages, land- 
sale contracts, contracts for deed, or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. From 3314 percent to 50 percent of sales on existing houses. 
Practically none on new housing. 

2. How does the frequency ‘of use of secondary financing in the 
current market compare with conditions existing 6 months ago? <A 
year ago? 

Answer. More than was done 6 months ago. Much more than 
year ago. 

Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. Sales contracts and escrows are being used on existing 
houses, in the proportions mentioned above, to avoid refinancing costs. 


F. E. Boyer, Director. 


Insuring office: Charleston, W. Va. October 1, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Answer. We hear more about second mortgages than land contracts. 

2. How does the frequency of use of sec ondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago? 

Answer. Secondary financing has been on the increase in our area 
- the past 18 months. 

Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insur- 
ing office jurisdiction. 

‘Answer. There appears to be a trend back to the days of the twen- 
ties. Nothing peculiar to that time. 
Husert 8. Exuis, Director. 


Insuring office vet Chicaqo, T//. September %. 1957 

1. In your opinion how extensively are second mortgages, land- 
sale contracts, contracts for deed, or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ¢ 
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Answer. (a) As of this date very few secondary mortgages are 
being made and the charges run around 20 percent. 

(b) Some sales contracts are being made under extraordinary con- 
ditions. ‘These cases are generally limited to contractors who are 
obligated to complete an existing responsibility. 

(c) Some savings and loan units are underwriting second mort- 
gages on home purchases not in execess of $1,000. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? <A year 
ago / 

Answer. In the last 6 months there appears to be no increase and 1 
year ago there was no demand. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insur- 
ing office jurisdiction. 

Answer. Our investigation in this area found no new developments 
in the use of secondary mortgage financing which could be considered 
unusual or peculiar. 

James C. Morevann, Director. 


Insuring otice: Cincinnati, Ohio Septe mber 25, 1957 


1. In your opinion how extensively are second mortgages, Lindl sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. Second mortgages are being used and gaining momentum. 
Land sales contracts not being used at present. Some builders are 
using second mortgages extensively. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? <A year 
ago ¢ 

Answer. None existing 6 months ago—now showing signs of being 
used by many builders. A year ago no one using this method. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

Answer. None. 

Kpwarp C. Gasrre., Director. 


Insuring office: Cleveland. Ohio October h, 1957 
1. In your opinion how exte pean’ are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 


initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market ¢ 

Answer. Use of land contracts and second mortgages as financing 
devices is insignificant in this area 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? <A year 
vo ¢ 

Answer. No change. 


98420—57——2 
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3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office j jur isdiction. 

Answer. To a limited extent savings and loan companies have made 
available a pledged savings-account program for home financing. 
Using this method, a builder deposits a portion of the mortgage pro- 
ceeds in a pledged savings account. This enables the savings and 
loan company to increase the amount of their loan above the ordinarily 
legal maximum. 

Wiu1am H. Hackman, Director. 


Insuring office: Columbia, 8. C. September 27, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed ‘to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market ? 

Answer. It is our unsupported opinion that second mortgages or 
comparable devices are being used currently in fully 50 percent of the 
conventional mortgage transactions in this area. 

How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? <A year 
ago ? 

Answer. On a percentage basis we observe no change as compared 
with 6 months or a year ago, although there is less building now than 
then, consequently fewer second mortgages. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

Answer. We doubt that there is anything peculiar or unusual about 
the second paper operation here as compared with other jurisdictions. 
Perhaps the prices are lower; we lately heard of a block of about 
$100,000 of second mortgages that sold for $17,000 cash. 

W. E. Moore, Director. 


vy 


Insuring office: Columbus, Ohio September 27, 1957 

1. In your opinion how extensively are second mortgages, and sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. 25 percent. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A: year 
ago ? 

Answer. Secondary financing in conventional field a year ago was 
practically nil. The trend has Deen gradual to present proportions of 
25 perce ent. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 
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Answer. There are an unusually large number of assumption trans- 
actions now. Buyers want to preserve lower interest rates. Some 
second mortgages result in buyer paying off seller’s equity. 


Forrest P. Smiru, Director. 


ere office: Dallas, T ex. September Q7, 1957 

In your opinion, how extensively are second mortgages, land-sale 
am acts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional-mortgage sector in the current market ? 

Answer. It is our opinion from information available to this office 
that the use of second mortgages, sales contracts, or other devices de- 
signed to lower the initial cash-equity requirement to the purchaser is 
being used in 25 percent or more of the cases handled under conven- 
tional mortgages. This percentage could be considerably higher, but 
the above is the best estimate we can make from available information 
without resorting to special research or specific inquiries to lending 
institutions. 

2. How does the frequency of use of secondary financing in the 
current mi arket compare with conditions existing 6 months ago? A 
ye ar ago / 

Answer. We are of the opinion that the frequency of use of the 
above has increased in the current market over what it was 6 months 
ago and that the percentage 6 months ago was greater than that of 
l year ago. 

Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insur- 
ing office jurisdiction. 

Answer. For the first time since World War II, the sale of houses 
in this area on a lease contract for deed came to our attention about 
6 months ago. This practice was instituted by project builders in 
three different areas of Greater Dallas. We have no information as 
to the extent of its use in these areas. We were recently informed 
that one builder in an outlying city in our area was building -and 
selling homes in the $12,000 class on terms of $1,000 cash, the maxi- 
mum conventional loan available, and taking a second mortgage for 
the balance of the purchase price. 

Exits Caries, Director 


Insuring office » Dena r. ¢ olo. Ne pte mobe r 30. 1957 


1. In your opinion, how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices desioned to lower the 
initial equity required from the home borrower being used in the con- 
ventional-mortgage sector in the current market ? 

Answer. Estimate 20 percent of conventional loans involve second 
mortgages or collateral loans as devices to lower initial equity. 

How does the frequency of use of secondary financing in the eur- 


rent market compare with conditions existing 6 months ago? A year 
avo? ' 
ago ? 
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Answer. Over the past year it is believed a slight increase in sec- 
-= wry financing has taken place. 

. Describe in detail any developments in the use of secondary mort- 
anes financing which you consider unusual or peculiar to your insur- 
ing office jurisdiction. 

Answer. We understand secondary financing may be more widely 
practiced in States around Colorado because of the relative good posi- 
tion our State enjoys with eastern investors making first-mortgage and 
FHA money a little easier to obtain here. 

C.F. Warven, Director. 


a office : Detroit. Mich. Ne pte mber 30, 1957 
. In your opinion, how extensively are second mortgages, land-sale 
en acts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional-mortgage sector in the current market ? 

Answer. The use of land contracts in the purchase of houses is be- 
coming increasingly prevalent, especially on older houses, as lenders 
become more selective due to the scarcity of mortgage money at cur- 
rent rates. Lenders report that, to their knowledge, no second mort- 
gages are being used in the purchase of homes, and that, if they thought 
such a device were to be used, they would not make the first mortgage. 
However, some real-estate brokers here report that second mortgages 
in home financing are being used. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago ¢ 

Answer. We do not know how secondary financing in the current 
market compares with 6 months or a year ago. However, we do 
know that land-contract purchases have increased approximately 50 
percent over a year ago, which is a reflection upon the scarcity of 
mortgage money at the current rates and discounts. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring-oflice jurisdiction. 

Answer. If a second mortgage is made on conventionally financed 
properties, the loans are made by private individuals and also by 
some small mortgage companies. Secondary-mortgage financing is 
not extensively used in this area. 

JAmrs A. Conway, Assistant Director. 


Insuring office: Des Moines. lowa N¢ pte mber 27, 1957 

1. In your opinion, how extensively ar esecond mortgages, land- 
sale contracts, contracts for deed, or other devices designed to lower 
the initial equity required from the home borrower being used in 
the conventional-mortgage sector in the current market ? 

Answer. Second mortgages are not used as a device for lowering 
initial equity requirements ‘of mortgagors in connection with conven- 
tional financing in this area. Land-sale contracts and contracts for 
deed, however, are. Since January 1, 1957, approximately 1 contract 
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for every 2 mortgages is filed for record in Polk County. In other 
words, approximately one-third of the real-estate sales in Des Moines 
and other areas under the jurisdiction of this office are by contract. 
In our opinion contract sales are increasing. 

2. How does the frequency of use of sec ond: ary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago ¢ 

~ Answer. Financing by contract is more prevalent than 6 months 
ago or a year ago, and this growth has been relatively steady. 

3. Describe in detail any developments in the use of secondary- 
mortgage financing which you consider unusual or peculiar to your 
insuring-office jurisdiction. 

Answer. There appears to be no unusnal or peculiar secondary- 
market financing. However, a definite increase has been evident in 
use of work agreements and contracts between builders and purchas- 
ers. This method of securing downpayments has been very common, 
especially during past 1 year, and is considered to be a “must” pro- 
gram by home builders. Irre ‘spective of FHA’s low downpayment re- 
quirements, a substantial portion of buyers lack necessary funds or 
are not willing to invest all available funds in the purchase of a home. 


F. C. Wanrman, Director. 


Insuring office: Farqo., N., Dak. Se pte mber 97, 1957 

1. In your opinion, how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the ini- 
tial equity required from the home borrower being used in the conven- 
tional-mortgage sector in the current market ? 

Answer: Too extensively for a sound economy. Builders have been 
known to boast of these devices by which they can market their proper- 
ties under conventional mortgages. Officials of some lending institu- 
tions have been known to encourage the practice. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? <A year 
ago ¢ 

Answer. About the same. Such practices have been prevalent for 
several years. 

Describe in detail any developments in the use of secondary- 
mortgage financing which you consider unusual or peculiar to your 
insuring-office jurisdiction. 

Answer. We have been informed that some of the savings and loan 
associations overvalue the property on their conventional loans in or- 
der to stay within the statutory limits governing their operations re- 
garding ratio of loan to value. We have also been told that they will 
commit to take the first mortgage, and another organization composed 
of the same officials will buy the builder’s second mortgage at a large 
discount. Buildings have been somewhat forced to accept these terms 
if they wanted mortgage funds. 


Frep B. Inastap, Director. 
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oe office: Fort Worth insuring office September 30, 1957 

In your opinion, how extensively are second mortgages, land-sale 
om acts, contracts for deed, or other devices designed to lower the ini- 
tial equity required from the home borrower being used in the conven- 
tional-mortgage sector in the current market ? 

Answer. An investigation reveals that from 60 to 75 percent of cur- 
rent real-estate sales involvi ing conventional financing are made with 
the assistance of second mortgage, contract for deed, or other device. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago? 

Answer. A marked increase in the practice has been observed dur- 
ing the last year but more frequently during the last 6 months. 

3. Describe in detail any developments in the use of secondary- 
mortgage financing which you consider unusual or peculiar to your 
insuring-office jurisdiction. 

Answer. New practices involve collateral contracts wherein large 
developers obtain loans on groups of mortgages for about 66 to 75 
percent of their face value but usually in a sufficient amount to defray 
actual cost but by use of this method defer profit and amortize it over 
a greater period of time for income tax purposes. 

Epwarp J. Der, Director. 


Insuring office: Grand Rapids, Mich. September 27, 1957 
1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Answer. Land contracts and contracts for deed are used in about 
50 percent of sales on existing properties and in about 20 percent of 
sates covering new construction. 

. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
vear ago? 

Answer. Six months ago land contracts and contracts for deed were 
used in about 45 percent of existing sales and 20 percent on sales cover 
ing new construction. One year ago use of land contracts and con- 
tracts for deed were approximately the same as 6 months ago for both 
exist sting and new construction properties. 

Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. There is practically no use of secondary mortgage financing 
in this area. We have reason to believe that sources of money for 
land contract purchases are drying up and becoming increasingly 
difficult to obtain. This is beginning to be felt by local realtors in 
their sales of property. For example, the total volume of real-estate 
sales for the month of August 1957 in the metropolitan area of Grand 
Rapids was 40 percent less than for the month of July 1957. 

Davis H. Treteven, Director. 
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ara office: Greensboro, N.C. October 1, 1957 
In your opinion, how extensively are second mortgages, land-sale 
sain acts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional-mortgage sector in the current market? 

Answer. Practically no second-mortgage activity in this area except 
occasionally the seller will accept a second mortgage on the purchase 
price. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago‘ 

Answer. According to our observation, there has been no change. 

Describe in detail any developments in the use of secondary- 
mortgage financing which you consider unusual or peculiar to your 
insuring-oflice jurisdiction. 

Answer. There is no development in the use of secondary-mortgage 
financing. 

J.L. Wipman, Director. 


Insuring office: Hartford, Conn. September 27, 1957 

1. In your opinion, how extensively are second mortgages, land- 
sale contracts, contracts for deed, or other devices designed to lower 
the initial equity required from the home borrower being used in 
the conventional-mortgage sector in the current market ? 

Answer. 30 percent. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Answer. Six months ago, § percent; 1 year ago, 12 percent. 

3. Describe in detail any development in the use of secondary-mort- 
gae financing which you consider unusual or peculiar to your in 
suring-oflice jurisdiction. 

Answer. None. 

JoHn B. Mayworr, Director. 


Insuring office: Helena, Mont. September 30, 1957 


1. In your opinion, how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional-mortgage sector in the current market ¢ 

Answer. While we suspect that second mortgages are on the in- 
crease, we are not in possession of the facts to so state; however, we 
have been advised from time to time that “contracts for deed” trans- 
actions have been increasing over the past 12 months. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago / 

Answer. Believe the frequency of secondary financing in current 
market about the same as 6 months ago and no market che ange from a 
year ago. 
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Describe in detail any developments in the use of secondary- 
mortgage financing which you consider unusual or peculiar to your 
insuring-oflice jurisdiction. 

Answer. No knowledge of unusual or peculiar financing in our in- 
suring jurisdiction. 
Harry O. Duewy, Director. 


Insuring office: Honolulu, T. H. September 23, 1957 


1. In your opinion, how extensively are second mortgages, land- 
sale contracts, contracts for deed, or other devices designed to lower 
the initial equity required from the home borrower being used in the 

conventional-mortgage sector in the current market ? 

Answer. Very extensively. New-construction estimate—at least 50 
percent of the properties with second mortgages. Existing property 
real-estate transactions—approximately 75 ‘percent involve additional 
lien held by seller. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago? 

Answer. Increasing progressively. Influencing factors are as fol- 
lows: (1) Activity; (2) continually increasing building costs and 
land values; (3) discount rates; (4) ‘FHA applic ation of housing ex- 
pense to effective income chart with the mortgage-credit an: alysis of 
a mortgagor; (5) procedure with cases involving leasehold whereby 
capitalization of ground rent is deducted from the statutory maximum. 

3. Describe in detail any developments in the use of secondary- 
mortgage financing which you consider unusual or peculiar to your 
insuring-office jurisdiction. 

Answer. Most of the real-estate transactions involving existing 
properties are handled through an agreement of sale. This type of 
property transfer is encour aged through the high cost of housing. 
Purchasers make a downpayment of from $2,500 to $4,000, and the 
agreement requires full payment to the first-mortgage amount by a 
stipul: ated time, generally 3 to 5 years. The seller charges a rate of 
interest, usually 6 percent, on the full amount of encumbrance. 
Monthly payments are made to the mortgagee holding the first mort- 
gage, who credits the purchaser under the terms of the agreement, 
applies a portion of the payment to the first mortgage, as required, 
with any remaining portion being paid to the seller. Discount and 
financing charges, as well as mortgage- credit analysis, not initially 
required. However, in most instances, refinancing will involve these 
factors prior to or upon the expiration term of the agreement. 


CHARLEs B. Curistry, 
Assistant Director. 


Insuring office: Houston, Tex. September 27, 1957 
1. In your opinion, how extensively are second mortgages, land- 
sale contracts, contracts for deed, or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional-mortgage sector in the current market ? 
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Answer. In the Houston area it is felt that approximately two- 
thirds of the residential sales financed by conventional-type mortgages 
are encumbered by liens secondary to the first mortgage. Land-sale 
contracts are especially prevalent in sales of housing for minority 
groups where such housing does not have the benefit of Government 
insured or guaranteed mortgage loans. Contracts for deed are used 
almost exclusiv ely in the sale of trade-in houses where refinancing is 
not obtained. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A 
year ago? 

Answer. The volume of secondary-finance devices in the current 
market is greater now than it was 6 months ago and even greater than 
a year ago. The relative volume, on a percentage basis, has not in- 
creased, the increase in number being due solely to a larger volume 
of tr insactions subject to conventions lf financing. 

. Describe in detail any developments in the use of secondary- 
mortgage financing which you consider unusual or peculiar to your 
insuring-office jur isdiction. 

Answer. ‘There are no developments in the use of secondary-mort- 
gage financing peculiar to this insuring-office jurisdiction. It is the 
opinion here that all of the devices thought to he new have been used 
often in the past and with different labels. 

The dual-sales-contract scheme, wherein a sales contract setting out 
a higher sales price than that of the actual transaction is exec uted and 
shippe -d to the lender to justify a larger than usual loan, is not unusual 
but is quite prevalent. This device is used to circumvent st: itutory 
loan limitations imposed upon institutional conventional investors. 

Another device in use in this area by the savings and loan associa- 
tions is that of making loans in excess of permitted maximums subject 
to a deposit by the builder in a savings account of the amount in 
excess of maximum-loan amounts. This deposit serves to guarantee 
the association against any loss over and above the risk they would 
have voluntarily taken. 

Keira McCanss, Director. 


Insuring office > Indianapolis, Ind. September 97, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. Second mortgages are not customary in this area and con- 
sequently are of only minor significance. Various types of conditional 
sales contracts are used quite extensively to lower initial equity re- 
quirements. Traditionally the latter device has always been used in 
the sale of properties that will not qualify as security for higher ratio 
loans, or be salable to buyers in the income group that could be expected 
to accumulate the equity necessary to secure a deed. It has also been 
observed that the incidence of sales on a land contract basis increase 
sharply during periods when the supply of mortgage funds is limited. 
It has also been observed that the more selective requirements of sec- 
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ondary investors as they apply to property standards and the credit 
characteristics of mortgagors has resulted in a more widespread use 
of this device. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? <A year 
ago / 

Answer. We have not observed any change in the frequency of the 
use of secondary financing currently as compared with conditions 
6 months or a year ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. None. 

A. E. Jounson, Director. 


Insuring office: Jackson, Miss. September 23, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed ‘to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market 

Answer. From 50 to 75 percent of all conventional loans in Missis- 
sippi involve second mortgages or other forms of low equity financing. 
See remarks under (3) above. 

How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago ‘ 

Answer. No perceptible change in recent months. The practice is 
old and well established. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. In Mississippi quite a large segment of the housing market, 
perhaps more than 60 percent, is m: ade up -of mor tgagors w hose income 
is too low to qualify them for minimum-cost FHA properties or whose 
credit characteristics would disqualify them or who live in rural areas, 
on farms or in small towns where mortgage money is scarce or un- 
available. As a result second mortgages and contracts of sale are 
frequently used in the conventional sector of the market, possibly to 
the extent of 75 percent of that market in terms of number of units 

rather than dollars. In this type of financing, particularly among the 
minority group, many unfair and unsound practices result. Much of 
this type of financing is made in the hope and expectation that the 
purchaser will be unable to perform and reacquisition of the property 
will result. Some property improvement loans are handled in the 
same manner. 

The real housing problem in Mississippi is in rural areas and small 
towns. Under present FHA MPR’s, high construction costs and the 
present condition of the mortgage market, we feel hopeless in attempt- 
ing to reach any important part of this market through FHA. Public 
housing in small towns is beginning to provide an answer to part of 
the problems. 


Burorp ZEIGLER, Director. 
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Insuring office: Jacksonwille, Fla. September 27, 1957 
1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market ? 

Answer. On new construction, 15 percent ; on existing construction, 
0 percent. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago? 

Answer. There has been an increase over the last year. 

5. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

Answer. [| Blank. | 

M. H. Moyer, Director. 


Insuring office: Jamaica, N.Y. Ne ptember 30, 1957 

1. In your opinion how extensively are second mortgages, land sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. This office has a limited knowledge of the conventional 
mortgage sector of the current market. At this time there is no sub- 
stantive information indicating that secondary financing on top of 
conventional mortgages is on the increase in this area. The drying 
Op: of the GI program has stimulated some increase in FHA loans. 

How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago ¢ 

Answer. Secondary financing is resorted to chiefly in the higher 
priced home purchases and the sales of existing homes in low-income 
neighborhoods. No indications of radical changes from conditions 
existing 6 months ago, or a year ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your in- 
suring office jurisdiction. 

Answer. Several lenders have financing plans where by the lender 
advances legal limit conventional loans for terms of 25 to 30 years with 
builder participation to the extent of making an walithedl il loan ad- 
vance sah raise the mortgage to an amount equiv: alent to as high a ratio 
as an insured loan. Builder's partic ip’ ition is paid out gradually over 
a period of approximately 10 years. There is no evidence of extensive 
use of this plan, as its appeal is principally to builders whose cash 
position is such that he can afford to invest profits in long-term 
loans. 

James G. Donovan, Director. 


Insuring office: Kansas City, Mo. Ne pte mber 19, 1957 


1. In your opinion how extensively are second mortgages, land sale 
contracts, contracts for deed or other devices designed to lower the 
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initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. Secondary mortgages, land sale contracts, contracts for 
deed or other devices are not used extensively in the conventional 
financing field in this area where they are specifically designed to 
lower the initial equity from the home borrower. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago! A year 
ago? 

nin er. Nomarked change. 

Describe in detail any develpoments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jur isdiction. 

Answer. We are not aware of any secondary financing in the con- 
ventional field that would appear peculiar or unusual in our insuring 
office jurisdiction: 

Hers Srupv, Director. 


Insuring office: Knoxville, Tenn. September 30, 1957 

1. In your opinion how extensively are second mortgages, land 
sale contracts, contracts for deed or other devices designed | to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. Second mortgage financing in our area is not used too ex- 
tensively. However it is used to some degree in equity transfers of 
property where the purchaser buys property subject to an outstand- 
ing indebtedness, executing a second mortgage as part of the down- 
payment. This can be attributed to some extent to the lack of availa- 
bility of adequte mortgage funds to rewrite a new mortgage. Land 
sales contracts or contracts for deeds are not used in this area. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Answer. Conditions have changed very little during the past 6 
months or a year ago. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your in- 
suring office jurisdiction. 

Answer. We do not know of any unusual or peculiar developments 
used here in secondary mortgage financi ‘ing. We have for some time 
publicized the fact that second mortgages are not permissible where 
FHA financing is used. We do not “know of any second mortgages 
behind any of our FHA insured loans. 

Frep R. Sratr, Director. 


Insuring office: Little Rock, Ark. September 24, 1957 
1. In your opinion how extensively are second mortgages, land 
sale contracts, contracts for deed or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 
Answer. Not extensive in this State. 
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2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago! A 
year ago? 

Answer. No change in each instance. 

Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. No unusual or peculiar secondary financing in use. 

Cuas. R. Watson, Director. 


Insuring office: Los Angeles, Calif. September 25, 1957 

1. In your opinion how extensively are second mortgages, land sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. Within the Los Angeles area, second mortgages and/or 
contracts are being used in an estimated 70 to 80 percent of all cases 
involving conventional mortgage financing. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago ¢ 

Answer. Compared to 6 months ago, the frequency of use of sec- 
ondary financing is currently about the same. Compared to a year 
ago, the current volume is considerable greater due principally to the 
problems created by a short supply of ‘mortgage money. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insur- 
ing office jur isdiction. 

Answer. We are unaware of any eet nts in the use of second- 
ary mortgage financing which are unusual or peculiar in this par- 
ticular area, except to say that the old oractions of two deeds of trust 
und contracts for deed, or land-sales contracts—are again being fairly 
extensively used. 

Norman M. Lyon, Director. 


Insuring office: Louisville, Ky. September 25, 1957 

1. In your opinion how extensively are second mortgages, land sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market ? 

Answer. In my opinion, approximately 25 percent of the conven- 
tional mortgage transactions completed in this jurisdiction are com- 
pleted with the aid of second mortgages, land-sale contracts, contracts 
for deeds, or other devices. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago? 

Answer. There is more secondary financing now than there was 6 
months ago, and there was less 1 year ago than there is now or than 
there was 6 months ago. 
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Describe in detail any developments in the use of secondary 
Wartime financing which you consider unusual or peculiar to your 
insuring office jur isdiction. 

Answer. No unusual developments. 
O. M. Howarp, Director. 





Insuring Office: Lubbock, Tex. September 26, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed ‘to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market ? 

Answer. We know of no device other than the extensive use of 
secondary mortgage liens to enable a home borrower to lower the initial 
equity required in the conventional type mortgage. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago‘ 

“Answer. The frequency of the use of secondary financing does not 
— ate an apparent increase over the conditions existing 6 months 

a year ago. 

3. ‘Describe i in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

Answer. A recent development indicates that some mortgagees in 
the El Paso area execute a secondary mortgage in amounts that repre- 
sent the difference between a normal 3314-percent equity payment and 
a 25-percent equity payment. This indicates that the mortgagors are 
paying approximately 25 percent down on the sales price. 


James H. Asusy, Director. 


Insuring office: Manchester, N. H. September 24, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed ‘to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. Use of second mortgages, land-sale contracts, contracts 
for deed, or other devices in sales with conventional first mortgages 
are seldom, if ever, used in this jurisdiction. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Answer. There has been no change in the frequency of the use of 
secondary financing in the last 6 or 12 » months. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. There have been no developments in the use of secondary 
mortgage financing which are considered unusual or peculiar in this 
jurisdiction. 


A. Harotp Kenpatu, Director. 
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Insuring office: Memphis, Tenn. September 27, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Answer. Not extensive on new construction; increasing on existing 
construction. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Answer. About the same for new construction; increasing on exist- 
ing construction. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. The use of second- -mortgage financing on conventional 
loans for new construction is mostly confined to the above $20,000 

category. It is not extensively noted. There are so many insur- 
ance companies that are prohibiting second- -mortgage financing be- 
hind their loans as a part of the mortgage transaction that its usage, 
while desirable in many cases, has not gained momentum. 

Second-mortgage financing on the sale of existing or older houses is 
increasing because of the present mortgage market. This secondary 
financing is usually by assumption of the existing mortgage and the 
execution of a second mortgage for the deferred purchase price. 
Many Nedipuenait having $1,000 or more equity in a home find that 
their equity is completely. wiped out if they sell their home requiring 
a refinancing loan and the payment of a real-estate commission, a 
commitment fee, and sales discount for the mortgage. It is to their 
advantage to sell on smaller downpayment and second mortgage for 
their equity. In that way they have the possibility of realizing some- 
thing for their equity whereas under a refinancing sale their equity 
is completely gone in the payment of commissions, fees, and charges, 
and mortgage - discounts. 


J. E. Erwin, Director. 


Insuring office: Miami, Fla. September 30, 1957 
1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market ? 
Answer. Sources considered reliable and current newspaper adver- 
tisements indicate the majority of new homes purchased with conven- 


tional financing in this area currently involve secondary mortgage 
transactions. 


2. How does the frequency of use of secondary financing in the cur- 


rent market compare with conditions existing 6 months ago? A year 
ago ¢ 

Answer. The ever-increasing housing costs compared with decreas- 
ing cash position of the buyer indicates secondary financing continues 
to increase from month to month and year to year. 
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Describe in detail any developments in the use of secondary 
santana financing which you consider unusual or peculiar to your 
insuring Office jur isdiction. 

Answer. The prevalent use of one mortgage by savings and loan 
institutions and some other conventional lenders, for both construction 
and permanent financing, with gti involved being deeded to the 
buyer subject to such mortgage, lends itself to secondary financing. 
Second mortgages taken back by the seller are usually for term of 3 to 
5 years, with the maximum interest rate allowed by 1 aw. To over- 
come the purchaser’s objections to highly monthly payments, many 
have the balloon feature. Such mortgages are discounted in the 
market, consisting predominately of individual investors, at from 
20 to 40 percent. Some are placed with the holder of the first mort- 
gage for collection purposes, or are hypothecated with such mortgagee 
and subsequently often are actually owned by the holder of the first 
mortgage. 

C. B. Sporrorp, Jr., Director. 


Insuring office: Milwaukee, Wis. September 30, 1957 

In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. At least 50 percent of the real-estate sales in the Metro- 
politan Milwaukee area involve second mortgages, land-sales con- 
tracts, and contracts for deeds. Such secondary financing practices 
are confined principally to savings and loan associations by brokers 
and builders. The use of second or junior mortgages in the strictly 
conventional loan field by commercial and savings banks is negligible. 
Spotty reports from other areas of the State show secondary financ- 
ing resorted to by some builders and brokers on much lesser scale. 

How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago? 

Answer. The use of secondary financing was first noticeable on a 
small scale a year ago in the Milwaukee area. The practice has more 
than doubled within the past 6 months, principally since all sources 
of VA funds have virtually disappeared from this area. It has 
just recently come to our attention of an increase in this type of 
financing in some outstate areas. 

Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. Such mortgage transactions disclose 6-percent interest on 
first mortgages and a like interest rate on the second; however, the 
second mortgages are being discounted at 60 percent without recourse 
and 80 percent with recourse. Land contracts at 6-percent interest 
are moving into a secondary market after 6 months to 1 year season- 
ing on 20-percent discount without recourse. 


A. A. Lenroor, Jr., Director. 
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‘ is, Minn. Se or 3 5 
ingens office: Minneapolis, Minn September 30, 1957 


In your opinion how extensively are second mortgages, land-sale 
Por aad 4 contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market ¢ 

Answer. Very ‘small use of second mortgages in this area. Con- 
tracts for deed, approximately 20 percent of market. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Answer. There has been a gradual intrease since last year and more 
particularly in last 6 months. 

Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

Answer. None. 

Wauwace E. Bere, Director. 


Insuring office: Newark, N. J. September 23, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market ? 

Answer. In our opinion, mortgages are not making loans which 
involve secondary financing. 

How does the frequency of use of secondary financing in the 
current mi arket compare with conditions existing 6 months ago? A 
year ago ? 

Answer. We have no information of the conditions existing 6 
months or a year ago. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insur- 
ing office jur isdiction. 

Answer. As indicated in the answer to No. 1, secondary financing is 
not prevalent in this area. 


Perer J. Loncarzo, Director. 


Insuring office: New Orleans, La. September 26, 1957 
In your opinion how extensively are second mortgages, land- 
sale contracts, contracts for deed or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 
Answer. 75 percent of cases. Second mortgage runs from $500 to 
$7,500 with an average amount of $2,500 and average term of 3 years. 
It is my considered opinion that second mortgages are used rather 
extensively in conventional financing. I have spoken to quite a few 
mortgagees recently (particularly building and loan associ: itions) and 
most of them have knowledge of these second mortgages in connec- 
tion with their loans and offer no objection thereto. My estimate is 


98420—57—_—3 
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that second mortgages are used in at least 50 percent of conventionally 
mn anced cases and run from 0 to $7,000 with an average of probably 

$2,500. My opinion is that this estimate of 50 percent is conservative 
and probably runs very much higher. 

How does the frequency of use of secondary financing in the 
sieeslien market compare with conditions existing 6 months ago? A 
year ago? 

Answer. Now as compared to 6 months ago, 5-percent increase; 
now as compared to 1 year ago, 10-percent increase. 

Based on information received from these mortgagees secondary 
financing is on the increase. I cannot quote figures, percentagewise, 
but each subsequent 6 months’ period beginning, say, 2 years ago, 
shows an increase in secondary financing. As 1 or 2 mortgagees put 
it, “The pattern of the late twenties is becoming more evident each 
day.” 

Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insur- 
ing office jurisdiction. 

Answer. Second mortgages are being discounted in the metropolitan 
area at from 20 to 50 percent and usually carry 8 percent interest on 
principal and discount. 

It appears the practice is to withhold recordation in the mortgage 
or clerk of court’s office to confuse the issue or throw parties off the 
track. In other words, by not placing the second mortgage of record 
for 6 months the original transaction appears more legitimate. Also, 
this saves recordation and cancellation fees. It is quite possible that 
adverse circumstances may occur in 6 months that would require the 
holder to place the second mortgage of record. 

The usual picture in the rural areas and smaller towns is for the 
seller or builder to hold the second mortgage in his files. He usually 
absorbs his profit in the secondary financing pattern. 

One subdivision developer in Lafayette, La., with whom I checked 
built 200 houses last year and took 200 second mortgages. In other 
words, his average was 100 percent secondary financing. His average 
second mortgage. was about $900. He was in the lower-priced cate- 
gory of houses (about ten to eleven thousand dollars). 

There has been no spectacular increase in secondary financing, in 
my opinion, due to the fact that the building and loans, etc., have cut 
down their loan amounts by instructing their appraisers to be more 
conservative in their appraisals. This forces the seller to have some 
of their capital in the deal and limits the amount of this kind of financ- 
ing they can handle. 

I am very delighted to learn that a study is being made of this 
problem. It has concerned me ever since my appointment. It is 
dangerous. If a recession of any severity should occur, there would 
be a rash of foreclosures, and the public would demand, “What's 
wrong? Why didn’t FHA prevent this?” The problem is most 
acute, and I am happy to learn it is being studied. 


Raureu H. Agare, Jr., Director. 
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Insuring, office: New York, N. Y. October 1, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Answer. Mortgagees advise that in the conventional mortgage 
market all of the above devices are being used. In addition to the 
above devices, participation agreements and syndicated deals are being 
used for the same purpose. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago?’ A 
year ago? 

Answer. All of the above-mentioned devices are being used with 
increasing frequency; there being a marked increase this year over 
last. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jur isdiction. 

Answer. All of the aforementioned devices are being used in this 
jurisdiction. 


Wituim A. Scnuutz, Director. 


Insuring office: Oklahoma City, Okla. October 2, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current. market ? 

Answer. The device of a 75- percent loan, with 15 percent down and 
a 10-percent second mortgage, is currently being used in the conven- 
tional mortgage field. The method is prevalent among savings and 
loan associations. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Answer. In some conventional mortgage quarters, secondary finane- 
ing has been in effect for years and is customary. The base for sec- 
ondary financing in the conventional field has been widened during the 
past year by the method stated in No. 1 above. Secondary financing 
is more extensive now than 6 months ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. In some areas real-estate brokers are purchasing equities, 
selling property on contract for deed in return for small downpay- 
ment, and with purchaser signing side note. 


Jo O. Ferauson, Director. 


ee office: Omaha, Nebr. September 26, 1957 


In your opinion how extensively are second mortgages, land-sale 
slate wcts, contracts for deed or other devices designed to lower the 
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initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. I would estimate about 30 percent of all sales. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Answer. Six months ago, 25 percent. One year ago, 22 percent. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jur isdiction. 

Answer. Some building and loan associations are requiring sellers 
of properties to make purchase of shares of stock in specific amounts 
when making higher ratio loans to the buyer. The seller agrees to 
permit the lender to use the stock account to make payments in event 
the buyer or borrower defaults. 

Russett M. Batney, Director. 


Insuring office: Philadelphia, Pa. September 27, 1957 

In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. None. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Answer. Six months ago,none. <A year ago, none. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. There have been several instances called to our os 
wherein some Federal savings and loan associations have granted : 
higher mortgage on conditions that the seller or broker would pure ‘eo 
full paid stock in the association (in an amount equal to the difference 
between the highest mortgage it would grant and the amount of 
mortgage required by the purchase) and assign the stock as collateral 
until said loan is reduced to a figure set by the association. 


Wiiuram A. Kewiey, Director. 


Insuring office: Phoenia, Ariz. September 27, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Answer. Approximately 50 percent of mortgage transactions in the 
conventional mortgage sector are closed in the builder’s name, and 
the builder will sell the properties with downpayments ranging from 
$300 to $750 down on land-sale contracts. Approximately 10 percent 
=# auch transactions involve second mortgages to the builder with 
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similar downpayment arrangements. Balance of transactions involve 
cash to mortgage downpayments. 

. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago! A year 
ago! 

Answer. The frequency of use of secondary financing in the current 
conventional mortgage market is consistent with conditions existing 
6 months and a year ago. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
oflice jurisdiction. 

Answer. The foregoing opinions are based upon the average ex- 
perience of those lenders operating in the conventional mortgage sec- 
tor. It should be pointed out that the use of secondary financing is 
much more frequent with savings and loan associations than with 
mortgage bankers; and with commercial banks, the practice is almost 
nil. Some mortgage bankers limit the second mortgage to an amount 
whereby the total of the first and second mortgage does not exceed 
75 percent of valuation or sales price. It is learned that some lenders 
by prior arrangement, close loans on conventional mortgages at time 
of commencement of construction providing commencement of amorti- 
ation well in advaznce; 9 to 12 months hence in most instances. As- 
suming completion of construction and sale of property is accom- 
plished i in 90 days, it provides builder an opportunity to set up a pay- 
ment schedule commencing immediately after sale which makes possi- 
ble accumulation of all or a portion of the required equity prior to 
commencement of payments on the mortgage. 


JouHn J. Kayetan, Director. 


Insuring office: Pittsburgh, Pa. October 1, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mor tgage sector in the current market ? 

Answer. To a very ‘limited extent. 

2. How does the frequency of use of sec ondary financing in the 
current mar ket. compare with conditions existing 6 months ago? A 
year ago? 

Answer. The use of secondary financing is not substantially greater 
than it was either 6 months ago or a year ago. At any rate, such 
financing as there is had little effect upon the current mortgage 
market. 

}. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insur- 
ing office jurisdiction. 


Answer. No unusual or peculiar developments. 
SipneEY E. Rosensium, Director. 
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Insuring office: Portland, Oreq. October 1, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. Second mortgages seldom used, not considered. Ninety- 
five percent secondary financing conventional market through con- 
tract of sale. Twenty-five percent may be designed to lower initial 
equity rarely less than 3 percent on sales to $9,000. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 monthes ago? A 
year ago? 

Answer. Compared with 6 months ago, less. Compared with 1 
year ago, less. Reasons—overall dec ‘line in real-estate market. 
Ample funds available equals twice that needed for contracts. Con- 
tracts scarce, do not exist. Contract holders of record are reluctant 
and will not resell. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insur- 
ing office jurisdiction. 

Answer. Two years ago the trend on part of reliable contractors 
was to borrow all possible at maximum terms conventionally. Then 
sell on contract at full prices where attractive discounts or refinance 
through FHA would be practical and acceptable. This trend is re- 
ceding and could be abandoned because of FHA new rate, ratios, and 
terms. 

Oscar Peperson, Director. 


Insuring office: Providence. R. TI. September QV, 1957 

In your opinion how extensively are second mortgages, land- 
sale contracts, contracts for deed or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Answer. The degree of use in this area is insignificant. 

2. How does the frequency of use of secondary financing in the eur- 
rent market compare with conditions existing 6 months ago? <A year 
ago ? 

Answer. The use is so infrequent here that comparison with condi- 
tions 6 months ago is impractical. To the degree that there has been 
a difference, secondary financing is used more frequently today than a 
year ago. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

Answer. To my knowledge there are no developments in secondary 
mortgage financing peculiar to this jurisdiction. 


Cuaries J. McCapr, Director. 
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Insuring office: Puerto Rico. September 27, 1957 

In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed | to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market ? 

Answer. 1. Few lending institutions originate conventional self- 
liquidating home mortgages in this jurisdiction ; however, in any case 
of such mortgages the interest rate averages 7 percent; some conven- 
tional financing is by individuals, but these are straight term non- 
liquidating loans on low ratios and at interest averaging 8 percent. 

Neither national nor local banks go for conventional mortgages, 
unless as collateral on other obligations. Secondary financing opera- 
tion as a junior lien on homes following a primary permanent 
financing, volume is limited. There seems to be no appreciable evi- 
dence of secondary financing involving home mortgages. Land-sale 
contracts and contracts for deed are limited and practice is not 
common. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago? 

Answer. Six months ago, 1 year ago: Apparently no major increase. 

Tight money and high interest rates might tend to create a gradual 
increase. Actual evidence of condition is difficult to establish. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

Answer. There are no particular re ae evident in the use 
of secondary financing which are unusual or peculiar to the juris- 
diction. 


Harotp LocKHeEimMer, Director. 


ae office : Reno. Nev. September 26, 1957 

In your opinion how extensively are second mortgages, land- 
Si ‘ie contracts, contracts for deed or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. In our opinion at least 80 percent of all sales use devices 
of second mortgages, sales contracts, agreements, or similar types of 
paper to lower the initial equity requirements for homes and apart- 
ments purchased in this area. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Answer. The frequency of use of secondary financing in the cur- 
rent market is comparable to conditions that existed 6 months ago and 
even more frequent than 1 year ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 
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Answer. The fact that the VA has available funds for direct fi- 
nancing and permits secondary financing above their $10,000 limita- 
tion has been the only unusual development in the, mortgage field. 


F.E. Waters, Director. 


Insuring office: Richmond, Va. September 26, 1957 

In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. Consensus of opinion gained from informed sources in- 
dicates perhaps 10 percent of deals being made conventionally are 
with some form of secondary financing or other devices. 

How. does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Answer. Secondary financing has become progressively more fre- 
quent during the past year and has gained momentum in the past 6 
months. 

The following paragraph is from a letter by a Bluefield, Va.-W. Va., 
savings and loan company, dated September 12, 1957. It was written 
in an effort to secure higher commitment fees and although not typi- 
cal of all areas under the jurisdiction of this office, is of interest: 

“The present trend in the area seems to be back to the old setup 
that brought about the bust in 1929-82 on real-estate financing; name- 
ly, an inflated first mortgage of the conventional type with an interest 
rate of 6 percent, and varying brokerage fees, or service fees, or what- 
ever you might call them, together with a second mortgage, which 
was on a 6 percent discount basis, realizing to the investor between 11 
and 12 percent.” 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. Special reference is made to secondary financing in con- 
nection with older properties, assumptions and with new properties 
in excess of $20,000 sales price. 


H. Loweti Sewarp, Director. 


deta ing Office: Sacramento, Calif. September 30, 1957 
In your opinion how extensively are second mortgages, land-sale 

Po contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market ¢ 

Answer. The use of secondary financing devices is very prevalent in 
the current market. They seem to be more extensively used in trans- 
actions with mortgage companies and savings and loan associations 
although most banks and some life-insurance companies permit sec- 
ondary financing. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago? 
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Answer. The frequency of use of secondary financing is greater 
now than 6 months ago and greater than a year ago. Because of the 
fixed interest rate for FHA and VA mortgages, much of the home 
financing within the last year has been diverted to conventional mort- 
gage loans with secondary financing necessary to complete the trans- 
action. 

Describe in detail any developments in the use of secondary- 
mortgage financing which you consider unusual or peculiar to your 
insuring-office jurisdiction. 

Answer. None. 

Roy H. Pinkerton, Director. 


Insuring office: St. Louis, Mo. September 18, 1957 
1. In your opinion, how extensively are second mortgages, land- 
sale contracts, contracts for deed, or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional-mortgage sector in the current market ? 

Answer. Not extensively. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago ¢ 

Answer. Last 6 months, slightly more frequent; 1 year, slightly 
more frequent. 

3. Describe in detail any developments in the use of secondary-mort- 
gage financing which you consider unusual or peculiar to your insur- 
ing-oflice jurisdiction. 

Answer. None. 


Aan T. Smirnun, Director. 


Tnsui ing otfiice: Nalt Lake City, Utah September BE, 1957 

1. In your opinion, how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ¢ 

Answer. On riage all new homes upon which a conventional 
loan is made, either the builder takes back a second mortgage or the 
mortgagee makes the builder a conventional loan, and he sells on a 
uniform sales contract. Most sales are made with a 10-percent down- 
payment, but, if possible, the builder aims for a larger downpayment. 
If he wishes to sell or is forced to sell his sales contract, he must be 
prepared to accept 70 to 80 percent of his equity. Second mortgages 
are also difficult to liquidate, as most mortgagees will not carry them 
in their portfolio and, therefore, the builder has a limited market and 
the discount will run 20 to 30 percent or more. 

How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? a year 
ago? 

Answer. Increased use of conventional loans has increased fre- 
quency of second mortgages and sale under contract. Volume greater 
today than 6 months ago. Greater 6 months ago than a year ago. 
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3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insur ‘ing offic ‘e jur isdiction. 

Answer. No innovations in use in Utah. The present practice has 
been in use for many years. 


Henry P. Kipp, Director. 


Insuring office: San Antonio, Tex. September 27, 1957 

1. In your opinion, how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional-mor tgage sector in the current market ? 

Answer. In my opinion, these methods are not used extensively 
throughout this district ; however, these practices do exist in numerous 
instances. The lenders, as a whole, prefer not to have secondary 
financing and second liens. In most instances, this occurs where 
people are selling their properties on a conventional basis and the 
purchaser does not have the required downpayment. Apparently 
this happens also in the higher-price bracket near the top of the max1- 
mum FHA loan and beyond. Most lenders advise that in the higher 
brackets they would not object to a small, junior lien. I am also in- 
formed that, in transactions involving transfer of equity, in a number 
of instances second liens have been taken but not recorded. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Answer. From all indications and the knowledge I have, it does 
not appear that the condition has had much change in the last year 
or 6-month period. 

Describe in detail any developments in the use of secondary- 
mortgage financing which you consider unusual or peculiar to your 
insuring-office jurisdiction. 

Answer. I do not know of any peculiar or unique use of secondary 
mortgages in this district that is being used to avoid the payment 
substantial equities, other than as referred to in questions 1 and 2 
above. 


C. T. Macreop, Director. 


Insuring office: San Diego, Calif. September 26, 1957 

In your opinion, how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home horrower being used in the con- 
ventional-mortgage sector in the current market ? 

Answer. In my opinion, the use of second mortgages, land-sale 
contracts, contracts for deed, or devices designed to lower the initial 
equity required from the home borrower is being used very extensively 
in the conventional-mortgage sector in the current market. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 
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Answer. The use of secondary financing in the current market has 
been gradually increasing as compared to 6 months and 1 year ago, 
inmy opinion. For example, the Bank of America will permit sec ond 
mortgages on an individual basis on conventional loans by reducing 
the period of amortization of the first mortgage from 20 to 15 years. 
This has been permitted for approximately ‘the past 9 months. 

3. Describe in detail any developments in the use of secondary- 
mortgage financing which you consider unusual or peculiar to your 
insuring-office jur isdiction. 

Answer. To the best of my knowledge, there are no unusual or 
peculiar developments in the use of secondary-mortgage financing 
within the jurisdiction of our insuring office. 

W. J. McMurray, Director 
(For Faye Hartman). 


va ae office: San Francisco, Calif. October 1, 1957 


In your opinion, how extensively are second mortgages, land- 
Si Ps contracts, contracts for deed, or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. We have found a great variance in the use of secondary 
financing throughout the territory served by this office. In those areas 
that are heavily developed with residential properties the market. is 
largely resales, and there is extensive usage of methods of secondary 
financing. In San Francisco and Alameda Counties, for example, 
we would estimate that about 50 percent or more of the sales made are 
financed through second mortgages, contracts of sale, etc. On the 
other hand, in those parts of our territory that until recently have 
been undeveloped, and where residential development is new, we 
find comparatively little reliance being placed on secondary financi ing 
with respect to the sale of new reside ntial properties. In Santa Clara 
County, for example, which is the most active part of the territory 
served by us, we would estimate that from 15 to 20 percent of the sales 
made were financed with the assistance of secondary liens. 

How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A 
year ago‘ 

Answer. There has been a steady increase in the use of secondary 
financing as compared with conditions existing 6 months to a year ago. 
This is easily understandable when it is considered that the bulk of 
the secondary liens are used in connection with existing properties 
which were financed at a more favorable interest rate than is available 
today and whose loans are not subject to discount. Taking into con- 
sideration the discount factor and today’s higher rate of interest, it 
is quite probable that, by assuming an existing loan with a nominal 
second deed of trust in back of it, the interest rate will be no greater 
than on today’s discounted first note and deed of trust. W hile the 
monthly payments may be greater for the initial period of the loan, 
reliable information indicates that the typical second deed of trust in 
this area is retired in about half the period indicated by the date of 
maturity. 














36 SECOND MORTGAGE PRACTICES 


. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

Answer. It has been reported to us that there is again a growing reli- 
ance upon the use of a balloon payment in sec ond mortgages ‘being 
negotiated today. 

We also find some of the mortgagees are purchasing undeveloped 
land for resale to builders and developers. Usually the deal is de- 
veloped by the builder-developer and handled by a subsidiary of the 
mortgagee as a method of increasing their initial profit on the finan- 
cing of residential properties. 


James C. Betpa, Director. 


Insuring office: Seattle, Wash. September 25, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market ? 

Answer. Secondary financing in the conventional home-mortgage 
sector is used to a small extent, both for new and existing homes, but it 
is difficult to estimate the percentage of total home sales which this ype 
represents. Possibly 15 but probably not over 30 percent of single- 
family homes are currently sold with some kind of secondary financing 
in the Seattle area. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Answer. There has undoubtedly be2n an increase in use of secondary 
financing over the past 6 months and year. The past year (12 months 
ending August 31) showed an 11 percent increase in number of record- 
ings of contracts (all types) in King County compared to the preced- 
ing 12 months. The past 6 months recorded a 23 percent increase over 
the preceding 6 months. Conversely, the number of mortgage record- 
ings (all types) has declined by a larger amount in the past year com- 
pared to the preceding year, but 6-month comparisons show a small 
Increase due largely to seasonal factors. 

Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. Where a home cannot be financed in the customary manner 
(downpayment plus first mortgage for the balance of the sales price), 
a contract sale is usually made, with the purchaser assuming the exist- 
ing mortgage and the seller taking the risk of a contract for the dif- 
ference between the sales price : and the old mortgage plus some down- 
payment. The higher interest rates, shorter terms sand possibly other 
restrictions of new mortgages today make the assumption of older 
mortgages at lower rates and longer terms more attractive to purchas- 
ers. The fast disappearing VA loan market has hastened this trend. 
In some cases sales are made purely on contract plus a small down- 
payment rather than including any mortgage. Most lenders are avoid- 
ing secondary financing except in rare cases where the credit status of 
the purchaser is vir tually as good as in all other cases. One local sav- 
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ings and loan association is making conv entional loans to builders of 
new homes at 80 percent of the association’s appraisal, with 5 percent 
held back until the home is sold. If the builder cannot sell the new 
home with a 20 percent downpayment, he can get 10 percent and make 
a contract with the purchaser for the other 10 percent down to the 
mortgage. The mortgage is for 20 years at 6 percent and the contract 
terms are usually the same, although a few are now 6% percent. The 
builders are willing to e: arry these contracts themselves because of the 
association’s willmgness to accept prepayments without penalty and 
past experience in early payoffs. Another savings and loan association 
has an arrangement whereby the seller of a home who is unable to get 
a sufficient dow npayment from the purchaser keeps a savings acc ount 
in the association sufficient to make up the difference between the 
conventional mortgage plus the downpayment and the sales price. In 
case Of default, this savings account can be used to protect the associa- 
tion’s loss. 
C. W. Broom, Director. 


Insuring office: Shreve port, La. Né pte mber 24, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to ipa the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. We have no factual data available, however, we are of the 
opinion that there may be a considerable volume of second-mortgage 
transactions. Such transactions are probably most prevalent in the 
low-priced housing market. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago ‘¢ 

Answer. We have no factual data available. However, it is our 
opinion that the frequency may have increased over that of 6 months 
" a year ago. 

Describe in detail any developments in the use of secondary 


mortgage finaied ing which you consider unusual or peculiar to your 
insuring office jur isdiction. 
Answer. None known. 


Harry F. Auten, Director. 


Insuring office: Siouw Falls, S. Dak. September 25, 1957 

1. In your opimion, how extensively are second mortgages, land- 
sale contracts, contracts for deed, or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. Second mortgages used to some extent (about 5 percent) in 
conventional mortgage transactions. Contracts for deed are used in 
about the same percentage. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? <A 
year ago ? 
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_ Answer. Second-mortgage financing in the current market has not 
increased in the past 12 months. 


Contracts for deed transactions have increased slightly in the last 
6 months. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

Answer. More sales are now closed with assumption agreements to 
obtain the benefit of lower interest rates in contrast to the higher rates 
of interest that now prevail, but is difficult to ascertain how exten- 
sively the practice is san used. This procedure is used mostly by 
realtors to accomplish more sales. 


N. I. Biecen, Director. 


Insuring office: Spokane, Wash. September 23, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. About 75 percent of the transactions on residential prop- 
erty in this area at the present time, under conventional lending, 
carry secondary mortgages. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago’ A 
year ago? 

Answer. This is approximately 10 percent greater than 6 months 
ago, and approximately 20 percent greater than a year ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. A so-called land contract is most frequently used in this 
area, which is only a contract to purchase, with the seller placing the 
deed in escrow with the contract, the payments naturally going to the 
original mortgagee first. ‘These may or may not be recorded, because 
in case of default on a nonrecorded contract it is easier to recover the 
property according to the specifications in the contract. This allows 
one to skip the redemption law in the State of Washington in the case 
of repossession. 

W. A. Russet, Director. 





Insuring office: Springfield, Il. September 27, 1957 

1. In your opinion how extensively are second mortgages, land- 
sale contracts, contracts for deed, or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. I know of none. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
vear ago ! 
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Answer. Since I do not know about items in No. 1 above, I cannot 
make a comparison. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. Lending institutions have inquired as to the permissibility 
of putting a second mortgage on a property with a first mortgage 
insured loan, the proceeds of which are to be used for business reasons, 
or other reasons than the home. ‘These inquiries are more numerous 
now than 6 months ago. 

H. W. Preun, Director. 


Insuring office: Tampa, Fla. September 30, 1957 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. According to best obtainable information, second mort- 
gages are being used in majority of cases involving conventional 
financing. Contracts for deed rapidly becoming more prevalent, 
especially in connection with sale of lots or small tracts by land 
speculators. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? 
A year ago? 

Answer. Frequency of second-mortgage financing about un- 
changed. Increase during periods quoted has occurred with respect 
to contracts for deed. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. None. 

Harpy A. Sutiivan, Director. 


Insuring office: Topeka, Kans. September 24, 1957 

1. In your opinion how extensively are second mortgages, land- 
sale contracts, contracts for deed, or other devices designed to lower 
the initial equity required from the home borrower being used in 
the conventional mortgage sector in the current market ? 

Answer. From 60 to 65 percent of sales of existing properties are 
financed by contracts for deed; in my opinion, due to (1) expense in- 
volved in obtaining new loan, (2) increase in interest rates, (3) 
discounts of mortgage loans which must be paid by the seller, (4) 
necessity of and inability to obtain credit approval of new purchasers, 
(5) searcity of borrowers having the required downpayment, (6) 
less time to close deal. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A 
year ago? 
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Answer. Volume of contract sales has increased materially the 
past 6 months. Such sales more prevalent now than a year ago. 
3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 
Answer. Some mortgagees have developed the practice of charging 
1 percent of the original loan, as a transfer fee, for recognizing the 
new purchaser and permit him to make monthly loan payments. 
Frep A. Mann, Director. 


Insuring office: Tulsa, Okla. September 20, 1957 

1. In your opinion, how extensively are second mortgages, land- 
sale contracts, contracts for deed, or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. A common practice with savings and loan associations is 
“collateralizing.” Owner accepts small downpayment; balance of 
acquisition cost is by first mortgage. Association pays out the usual 
ratio of loan to value and issues to seller the difference in restricted in- 
vestment certificate to be redeemed when loan is reduced to normal 
ratio. We have no definite knowledge as to how extensive “collater- 
alizing” and second-mortgage financing is used but believe it may be 
rather extensive in conventional financing. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago ¢ 

Answer. Probably more extensive than a year ago without much, if 
any, change within 6 months. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. We know of no unusual developments. 

Orris E. Carrer, Assistant Director. 


Insuring office: Vermont. September 20, 1957 

1. In your opinion, how extensively are second mortgages, land- 
sale contracts, contracts for deed, or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market ? 

Answer. Very little of such financing is being resorted to and has 
always been at a minimum. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Answer. Noappreciable change. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your in- 
suring office jurisdiction. 

Answer. None. 

Frank W. Coruiss, Director. 
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Insuring office: District of Columbia September 23, 1957 

1. In your opinion how extensively are second mortgages, land- 
sale contracts, contracts for deed, or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Answer. The increase in second trust financing is probably greater 
today in this market than in recent years. A great many conven- 
tional mortgages where the house is selling at $ 307, ,000 to $30,000 have 
part of the downpayments secured by second trusts. Again, on ex- 
isting homes in the medium-price bracket where the purchaser assumes 
the existing mortgage, whether GI or FHA, second trusts have been 
recorded to make the downpayment feature attractive, particularly 
if the house is overpriced 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago ¢ 

Answer. The office reports that there seems to be an increase in the 
use of secondary financing over the period of 6 months ago and 
considerably more over a year ago. 

3. Describe in detail any deve lopments in ~ma use of secondary mort- 
gage financing which you consider unusual or peculiar to your in- 
suring office jurisdiction. 

Answer. It is reported that on money less than 10 percent down is 
wn actically nonexistent especially on $10,000 to $15,000 class; there- 
fore, where a sale has to be made there is a tendency to resort to the 
second trust feature increasingly. One group was sold in this mar- 
ket. on the California plan which was really a land contract deal and 
did not involve a second trust but the sellout was successful and we 
may hear more of it around here. 


Tuos. C. Barrincer, Director. 


Insuring office: Wilmington, Del. September 20, 1937 

In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market ? 

Answer. On the statements of the four principal lenders in this 
area, secondary financing in any form is practically nonexistent. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago! A year 
ago? 

Se No recent trend to secondary financing has been noted. 

Describe in detail any developments in the use of secondary 
woctaiigs financing which you consider unusual or peculiar to your 
insuring office jur isdiction. 

Answer. None. 


W.H. Jupy,. Director. 
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ADDRESS BY FHA CoMMISSIONER NORMAN P. MASON 


(For Delivery Thursday, September 19, 1957, to the Insulation Board Institute, 
Seaview Country Club, Absecon, N. J.) 


When I started making notes for my talk to you today I had a lot of material 
before me. Not that I am going to make a long speech—it is really going to be 
very short. 

All the material that was given to me had a glow of optimism about it. There 
was a folder about the good job your institute has done in educating builders 
and buyers. New techniques developed to bring the cost of housing down were 
described. Your research work on ceiling and roof decking was praised. 

Then, too, I was given a lot of statistics—on new household formations as they 
are called—on the upswing in new houses started and in FHA applications. 
Surely, all I looked at seemed to indicate that all was well in the building 
industry. 

But I want to tell you gentlemen that I don’t think all is well in the housing 
industry. I think there are danger signals that industry leaders like you should 
recognize now. 

We cannot afford to bury our heads in piles of optimistic statistics. FHA 
was created by businessmen. It is something you did to correct evils in the 
mortgage-lending field that were hurting business and working a hardship on 
people who wanted to have a home of their own—or wanted to fix up the home 
they had. 

You did a good job. FHA has made it possible for American families who 
never would have been able under the old system to have homes of their own 
to buy houses and live in good neighborhoods. FHA has been a means of broad- 
ening industry markets, FHA has not cost the taxpayer a cent. 

Sut neither you nor the FHA you created seems to have done away with the 
evils completely. They have cropped up again now that industry has become 
so absorbed with its own operations it overlooks serving the best interests of the 
people of this country. 

We in the FHA are disturbed to find lenders again promoting second and third 
mortgages. That was an evil that we thought FHA had done away with alto- 
gether. We even used to say that homes were not financed in that costly, 
cumbersome way any more. 

Lenders seem to have forgotten the chaos multiple mortgages caused. Is 
industry going to stand idly by and let this practice develop again? Of course 
it cannot be done under the FHA program. That is not enough. The FHA 
program is completely voluntary. The standard practices it has built up for the 
good of home owners and the industry don’t have to be used by conventional 
lenders. 

Many businessmen of today do not remember when it was commonplace to 
have 2 or 3 mortgages on the same property, with the loan payable in 5 years, 
along with fees, and taxes to be paid in a lump sum every year. Some of you 
may not remember people losing their homes by foreclosure. Perhaps that’s 
why many don’t even think of the consequences of promoting these evils again. 
Industry should weigh the consequences—should consider a proper educational 
program to avert further growth of this dangerous practice. 

To have a healthy housing market, it is necessary not only to have mortgage 
money available, but to have a sound and uncomplicated home financing system. 

Another danger signal is the possible development of a lack of appreciation 
of minimum standards for housing. The family of moderate means today is 
having such a hard time getting mortgage financing the industry should be 
especially careful to see that advantage is not taken of the situation by cheating 
them on the housing they get. 

I do not have to explain to any member of this Board the importance of indus- 
try standards for a good housing market. Your technical committee has 
worked with our FHA people on minimum property standards. We are grateful 
for your help. We look forward to developing standards that will be good for 
the industry and good for American housing. 

Here again the problem is up to industry itself. Housing that is not built 
under the FHA program does not have to measure up to FHA standards. As 
you know, when the quality of an article goes down so does its sales appeal. 
American families want good homes. They don’t want houses that will be 
headaches for them—either in maintaining them or in paying for them. 

When I hear about broad scale plans of home financing that completely disre- 
gard standards I don’t feel so optimistic about future markets. 





' 
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The American people look to American industry for high standards. The 
extent of their confidence is the scope of your market. They should get the 
best their money can buy. 

I sat in a meeting in San Francisco a few weeks ago and heard builders told 
they should provide only new housing—that they shouldn’t modernize old housing 
because it lacked too much. I cannot agree—coming from New England where 
many many homes are over 300 years old—and right up to date. I know what 
good modernization can mean to a market. You in this business have a tre- 
mendous field in modernization. Your dealers can finance these sales under 
FHA’s title I home modernization and repair program. 

But there are danger signals, too, in the home improvement field: the danger 
of rackets in these short term notes. When lenders charge 12 to 15 percent 
for non-FHA loans people won’t do the volume of home-repair work they 
should. 

FHA’s property improvement program has been so successful—had such 
low losses—some finance companies have decided to forgo insurance altogether 
so they can charge higher discounts than FHA allows. It seems to me that 
industry should watch these costs if they don’t want to see this market contract. 

I have told you about these danger signals because I think they are very 
important to you, to your industry, and to the American people. I think they 
require industry action—not Government interference. You need to get some 
of industry thinking more about ethics. 

We in the FHA are working to help industry. We are concentrating on mak- 
ing the benefits of our insured programs more attractive and more easily work- 
able. 

The Housing Act of 1957 reduced downpayments. That is extremely helpful 
because the chief obstacle to home ownership for most people in the downpay- 
ment. In order to reduce these first costs as much as possible we discarded our 
former requirement of collecting a year’s insurance premiums in advance and 
we are permitting more mortgages in multiples of $50. 

These substantial reductions in initial costs are especially helpful in the 
lower cost housing range and to veterans who have been unable to buy homes 
through the VA program because of the low interest rate set by law. 

Because we believe that FHA services should be available to anyone who 
wishes to use them, we are taking steps now to open up a housing market in 
which we have heretofore operated far less effectively than we would wish. 
That is the market for housing in small communities remote from our insuring 
office. 

We have been studying this problem of remote areas for some time—how our 
procedures could be simpified to the point where they could operate promptly 
and efficiently in these small communities. 

We are just now putting into effect a pilot plan that we hope will help the 
construction industry to reach this market. 

It provides for the naming of approved mortgagees in small communities as 
authorized agents of the FHA. As FHA agents they will process applications 
for mortgage insurance, appointing qualified appraisers and inspectors on a fee 
basis. 

The plan is being tested in 7 of our insuring office jurisdictions, and within 
these areas will apply to towns of 15,000 or less population located at least 30 
miles from the insuring office. 


If it works out successfully it may prove in time to be the largest area of 
FHA operations. 

The seven pilot offices are Philadelphia, Pa., Phoenix, Ariz., Albany, N. Y., 
Grand Rapids, Mich., Topeka, Kans., Greensboro, N. C., and Springfield, Ill. 

The FHA interest rate was adjusted to 544 percent last month in response to 
market requirements. At the same time we were required by law to set discount 
limitations and we have carried out this provision in such a way as to make the 
program work as smoothly as possible. 

FHA is ready to help industry do the tremendous housing job this country 
needs. FHA has built-in safeguards against the disturbing practices that are 
developing in the current money situation. 

Industry must take the lead to see that its tools like FHA are used—that the 


bright future for American housing becomes a reality. We all have a stake in 
that. 
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AppREss BY FHA ComMMISSIONER NoRMAN P. MASON TO THE 551TH ANNUAL CON- 
VENTION OF THE SAVINGS BANKS ASSOCIATION OF CONNECTICUT 


(Mountain View House, Whitefield, N. H., October 14, 1957) 


It is exhilarating to be back in New England among the mountains and the 
savings bankers. 

Your program has me speaking on the topic, “Washington Sees More Houses 
Built Next Year.” 

3ut | have come here with something on my mind that is giving me a great 
deal of concern. It should be of concern to you too and to the whole housing 
industry. And so with your permission ] am going to use my time to talk to 
you about it, rather than to attempt a forecast of next year’s building volume. 
The woods are full of prophets on that subject anyway, and their guesses are as 
good as mine. 

The thing I am seriously concerned about is the growing use in home financing 
of second mortgages and other unsound practices. 

Some of you here may not have been in banking long enough to remember why 
it was necessary 23 years ago io set up such an agency as the FHA. It seems 
like ancient history now, but history has a way of repeating itself. 

Some of you can’t remember the collapse of the mortgage market and the sub- 
sequent chacs in the early 1930’s. Many of you can remember it only too well 
There were a number of causes, but several stood out glaringly—inefficient ap 
praisals, shoddy construction, inadequate review of mortgage credit, failure to 
meet the specific needs of local markets, and unsound financing practices. 

One of the worst things to come out of all this was that the public lost con 
fidence in homeownership, and lenders lost confidence in home mortgages 
investments. 

A temporary Government agency, the Home Owners’ Loan Corporation, was 
created to help homeowners and lenders through the worst part of the depression 
It refinanced more than a million homes in 3 years, and there was considerable 
pressure to have it made permanent. 

I mention this to show the trend that people’ thinking takes in such a situa- 
tion. A different answer to the problem was reached when Congress with the 
help of industry designed a system of home mortgage insurance and set up the 
Federal Housing Administration to operate it. 

The insured mortgage system of the FHA was intended to provide a practical 
method of buying a home, to act as a stabilizing force in the mortgage market, 
and, in the words of the act, “to encourage improvement in housing standards 
and conditions.” 

The system had to prove itself. It was strenuously opposed in the beginning 
by some of those in the industry who now support it most enthusiastically. 

Mortgage practices were not reformed overnight. It took a long pull and 
a hard struggle to convince many people in industry that there was a better way 
than the old tried and untrue methods. 

The FHA system did prove itself as time went on. One of the strongest proofs 
of its acceptance over the years has been the gradual adoption of its principles 
by lenders in making uninsured loans. 

It was a tremendous force in restoring confidence in homeownership and 
home ownership lending. 

3ut although the FHA does influence mortgage lending practices, most homes 
are financed conventionally. Only about a fourth of the homes built since 1935 
have had FHA-insured financing. 

Let me emphasize that the insured mortgage system prohibits junior financing 
altogether, and insists on minimum property standards. Both good builders 
and responsible lenders tell me that the FHA has done a wonderful job of lead- 
ership in establishing reasonable minimum requirements for construction. 

I urge conventional lenders, who provide the great bulk of home financing, to 
be especially careful in guarding against unsound practices which, if they reach 
large enough proportions, can undo all the progress made in the last quarter of 
a century. 


as 


The danger is a very real one. It has reached such proportions that two com- 
mittees of Congress have undertaken investigations of the situation. Indication 
that it is growing comes to me in reports from FHA field directors of their ob- 
servations of local markets. Our Connecticut director, for example. believes 
that 50 percent of conventional home sale transactions in his State currently 
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involve second mortgages and land contracts. Six months ago his estimate was 
& percent. 

It is only good business to keep the mortgage structure of the country in 

sound working order. Mortgage lenders are in business for profit, of course. 
tut profitmaking has both long- and short-range aspects. If the cost of home 
financing gets to be too high for the average buyer, there will be a great clamor 
for direct Government loans. You saw that happen in the last session of Con- 
gress after a combination of a low interest rate and high discounts had brought 
the VA home loan program to a virtual standstill. 

We are building a lot of homes every year. Homes are built for families to 
own and live in. The person who buys the home is the key person in the whole 
operation. It is not good business to build or sell one single home that is poorly 
financed. 

I suppose there is such a thing as being too complacent. For a long time it 
seemed that the painfully learned lessons of earlier years had left an indelible 
impression. But here we go again down the primrose path. A new generation 
has grown up to whom the FHA is an old story and maybe a little too conservative 
in its ideas. 

You New England bankers are conservative, too. You know where your best 
interests lie. I am talking to you on this subject, not because you have to be 
convinced, but because I believe you have a responsibility to the industry and 
to the home buyer, as I have, to warn them of the fallacies of such practices. 

Savings banks are one of the large holders of insured mortgages. Our Con- 
necticut director tells me that he attributes the current increase in business in 
his territory to greater participation in the FHA program by savings banks, par- 
ticularly new institutions. It looks as though more savings banks were turning 
to FHA as an alternative to VA financing, rather than to conventional loans. 

The FHA was set up to keep the Government out of direct lending. The home 
buyers of the country have confidence in it. I think it offers an attractive form 
of financing in the area it was designed to serve. 

Some people think the FHA is too liberal because it requires a minimum down- 
payment of as little as 3 percent and permits a 30-year mortgage. Some lenders 
think FHA mortgages are not a good investment in today’s market because the 
interest rate on them is not entirely free to follow the flights of interest rates in 
general. 

It seems to me the FHA is simply realistic. Is it better to have in your 
portfolio a sound 30-year amortizing mortgage at 54% percent, representing 90 
percent or more of property value, or to have a 60-percent mortgage with a higher 
interest rate and a shorter term, when you know the buyer hasn’t got 40 percent 
to put into the transaction and must make up the difference by some form of 
junior financing with its attendant high costs? 

Even without the insurance the FHA type of mortgage would be a good invest- 
ment because of the objective appraisal, the mortgage credit review, the property 
standards, all the features that test the economic soundness of the transaction. 
It is significant that FHA losses on all its home mortgage insurance over 23 years 
have been only six-one hundredths of 1 percent. 

The charge is sometimes made, of course, that FHA credit policies are too 
stringent, that our processing takes too much time, and so on. 

Then there is the question of discount controls. Congress in the last session 
directed us to fix limits on fees, charges, and discounts imposed in connection 
with insured mortgages, and we have tried to do it in such a way to cause the 
least possible disturbance to the market. We hope that in time discounts will 
go out of the picture altogether. Meanwhile, the increase in the FHA interest 
rate to 514 percent, with the permissible discounts, seems to be effective in making 
more insured mortgage loans available for veterans and nonveterans. 

We are always open to suggestions for improving our service, for making 
the system more flexible, for simplifying our procedures, for relaxing our require- 
ments as far as we reasonably can. 

In fact, we solicit the advice and assistance of industry. In the time I have 
been Commissioner I can’t think of any major phase of our operation on which 
we haven’t called in industry representatives when changes to strengthen our 
program were up for discussion. 

We have had the privilege of consulting with a group of your members in my 
office each year. That is a good way to work together. 

You see, I regard the FHA as a partner of the housing industry with a 
special role to play. I look upon FHA as having a responsibility to help to 
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get housing built for the people who need it. We also have a responsibility to 
lenders to help to maintain a stable mortgage market. 

For many people sound home financing is possible only through the FHA. 
These people, who can’t make large down payments or pay excessive financing 
charges, are often sound risks otherwise. If they can’t get FHA-insured mort- 
gages, if they are forced to resort to unsound financing methods, believe me, there 
is trouble ahead. 

What can the FHA do to prevent trouble? Participation in our programs is 
entirely voluntary, as you know. We have no police power. We can’t force 
anybody to stay on the straight and narrow path of sound mortgage lending. 

As I see it, there are two things we can do. We can warn the industry when 
we see signs of danger, and we can continue to study our own procedures and 
requirements to see how they can be made more efficient. 

Your savings bankers who hold such a responsible position in the home financ- 
ing industry have a corresponding obligation to counteract any unhealthy trend. 

It seems to me a wonderful thing that 3 out of every 5 American families own 
their homes. I hope the proportion will increase. As long as the rate of home- 
ownership continues high, as long as families are happy and secure in their 
possession of their homes, we are going forward to a better America. 


ADDRESS BY FHA COMMISSIONER NORMAN P. MASON AT A BANQUET CELEBRATING 
THE 40TH ANNIVERSARY OF THE CEDAR RAPIDS REAL ESTATE BOARD 


(Cedar Rapids, Iowa, Friday Evening, October 18, 1957) 


I always like to come back to Iowa. It’s a beautiful State, and I have made 
many warm friendships here. 

This time I had a special reason for looking forward to returning. Not long 
ago I heard a visiting Englishman describe your State. This is my first visit 
to Iowa since then, and I have been eager to see it again and to compare my 
observations with his. This Englishman was visiting the United States for the 
first time. He had been everywhere. A group of us in Washington were asking 
him his impressions. They were glowing, enthusiastic impressions—but the 
most enthusiastic was about Iowa. He said, “Iowa is my ideal of what 
America is.” 

Today I was thinking about that description. I felt the same aura of good 
living—of good fellowship—and business vitality that had impressed the visiting 
Britisher. Yes, it’s a good description. 

Now that I have described Iowa for you, I wish you would describe the FHA 
for me. 

I’m serious. Very serious. The way the home financing and building indus- 
try is allowing bad practices to come back into existence makes me wonder if 
you know why FHA was created—if you really know how FHA works. 

How recently have you deseribed FHA to your builders and to the home buyers 
you have been in touch with? 

I have a special reason for asking you who are members of the Cedar Rapids 
Real Estate Board that question. Your association is 40 years old. You are 
leaders in the field. Your mature judgment and counsel have helped so many 
people it is only natural that in times like these when it is difficult to find home 
financing that prospective home buyers should turn more and more to you for 
good advice. 

The members of your association are a decided force in keeping the home- 
mortgage market in your area healthy. I congratulate you on the job you have 
done. I seek your support and leadership in guarding against the recurrence of 
old evils that are again becoming evident in the home-mortgage field. 

An article in the current issue of the Mortgage Banker compares the FHA 
program to “a priceless heirloom thoughtlessly stowed away in the attic by an 
unappreciative generation.” 

The writer, a prominent mortgage banker, evidently appreciates us. He said 
everyone should “stop thinking of FHA as ‘another Government agency’ and 
recognize it as an extremely useful device for our benefit, and for which we have 
a responsibility.” I agree. 

While I don’t think that appreciation of FHA is entirely lacking, I’ve seen 
and heard enough in recent weeks to convince me that it is certainly not universal. 
Too many realtors and bankers have come to think of FHA not as something 
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their industry created to help them, but as some sort of a bureau whose only 
purpose is to enmesh everything in a maze of redtape. Too many people have 
forgotten the conditions that brought the FHA into being in the first place. 

Others besides myself have recognized the dangers inherent in the practices I 
have referred to as being bad. Most alarming to me are the reports from all 
over the country that second-mortgage financing once again—for the first time 
in more than 20 years—is becoming the accepted, established method of making 
a sale. 

Back in the early thirties the second mortgage was unmasked and revealed 
as the villain of the plot. FHA was brought into being in 1934 not by Govern- 
ment alone, but by the determination of businessmen like you. It was created in 
response to a demand by men who were appalled at the utter collapse of the 
mortgage market. They knew something had to be done and were determined 
to remedy the evils which had brought about the collapse. 

They recognized the second mortgage as the No. 1 evil. In those days, first- 
time home buyers could get a first mortgage for only about half of the sales 
price of the house. The bulk of the other half they had to finance with a 
second mortgage at exorbitant rates. This, along with the short-term flat loan, 
had caused havoc when the real-estate market started to fall. 

People then, just as today, wanted to own homes. They were willing to 
make sacrifices—to give up other things they wanted—if only they could have 
that home of their own. And with the home as security they found people 
willing to lend them the money to pay for it. They signed notes—short-term 
mortgages. And when those notes came due they signed other notes. gut 
sometimes the banks needed ready money and didn’t feel they could run the 
risk of renewing these mortgages. 

When borrowers were unable to pay off or renew the called loan they were 
in trouble. As a result, no one wanted to buy. The market dried up. America 
then built fewer houses in a year than we now build in a month. 

Today we don’t face the same problems. Times are better. The outlook is 
brighter. Thanks in part to FHA, a much greater proportion of first mortgages 
now are being paid on an amortized basis. 

Everybody who doesn’t have one still seems to be looking for a home. Every 
young man desires to build a nest for his blushing bride—if brides still blush. 
This demand for homes has opened the way for abuses. 

Second mortgages—an evil we thought the FHA had banished long ago—are 
back with us. I am told that sometimes these second mortgages are not even 
being recorded. 

There are other devices for lowering initial equity requirements being used 
today in order to see a deal go through. They are all dangerous because of 
their tendency to overextend the home buyer's credit at a time when he is buy- 
ing furniture, carpets, hangings, and the other things he needs when starting 
out as a new homeowner. 

If it isn’t the second mortgage technique, it’s the land sales contract that’s 
used to speed sales. FHA’s State insuring office in Des Moines has reported 
that approximately one-third of the real-estate sales under non-FHA finneing in 
Iowa are by contract. And they say this practice is increasing. 

Here’s the obvious question: Why—when there exists in FHA a time-tested 
system for enabling Americans to buy their own homes with a modest equity 
investment—why are buyers today being encouraged to go overboard into the 
wrong kind of debt? 

Is the answer that some lenders see an extra good return in the high interest 
rates second trust notes bring? Is it that some shortsighted builders and 
brokers see quick sales when immediate financing can be arranged? They seem 
to have forgotten the chaos multiple mortgages caused. Is industry going to 
stand idly by and let this practice develop to a point where it threatens their 
own livelihood ? 

You may be sure I’ve asked myself this question: Is FHA going to stand idly 
by and watch this practice develop? 

To say we in FHA are disturbed at finding increased use of second mortgages 
is putting it mildly. Here is one of the financing evils FHA was designed to 
stamp out. 

It’s true that participation in the FHA program is completely voluntary. It 
has never crossed anyone’s mind that lenders should be forced or coerced to 
apply for mortgage insurance. It’s equally true that the standard practices 
FHA has built up have benefited not only homeowners but the entire housing 
industry and all those whose livelihood depends on it and all its facets. 
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To quote our mortgage banking friend again, “FHA is still the fine instrument 
that gave mortgage lending its stature in the Nation’s financial structure.” 

Furthermore, FHA is still the fine instrument that has given sound support to 
the building and real-estate industry. 

Your organization is 40 years old, and I wonder if a lot of your members just 
weren’t around when FHA was set up. I'll bet a good many of you have no 
idea of what conditions were like in those days. Those of us who were around 
won’t easily forget. 

When FHA came along it was told—in the law that set it up—‘“to improve hous- 
ing standards and conditions” and to create “a sound mortgage market.” FHA 
is Serious about these obligations. 

FHA has an obligation to see that homes get built for people who need them. 
It has an obligation to help people buy homes wisely. People look with confi- 
dence to FHA for guidance. They believe our terms and standards are fair to 
all concerned. 

In addition, FHA has a responsibility to lenders. They helped set us up, and 
they’ve worked closely with us through the years. I therefore must warn them 
that a dangerous possibility exists. I’m talking about direct Government lending. 

I’m afraid those who disregard established patterns of sound mortgage financ- 
ing might soon be called upon to pay the piper. People are not happy about 
having to use secondary financing. Congressional committees have heard these 
rumblings and are investigating. If industry is determined to pursue a short- 
sighted course, it is inviting direct Government lending for the great middle- 
income mass market. 

This is no bogeyman. It is a very real possibility. The hue and cry will be 
raised again to set up direct lending plans. 

Nobody in your business wants to see his Government get into direct-mortgage 
lending. I don’t think anything is going to prevent it though—if people are 
forced into unsound lending practices. 

You should realize that FHA stands as a buffer between private enterprise and 
direct Government lending. Traditionally, FHA-insured loans have accounted 
for 20 percent or less of home mortgage debt. But that 20 percent has operated 
in the area where it was needed most—helping the fellow with a modest income, 
but without sufficient cash to meet conventional equity demands. FHA has made 
it possible for this fellow to get a high-ratio loan and to fulfill one of his life’s 
ambitions—that of owning his own home. 

Right now we are exerting a control we are not too happy about. The Con- 
gress gave FHA the responsibility for setting reasonable limits for discounts and 
other fees and charges. Nobody in the administration asked for them. Nobody 
we have heard from in the industry likes them. 

In determining what constitutes “reasonable” discounts and charges we have 
tried to set them up so they will not disrupt the normal operations of the real- 
estate industry. Normal, established financing practices are recognized by the 
FHA. Charges that were normal and customary are permitted. 

It is our idea not to upset the way industry works, but only to see that unfair 
advantage is not taken of a tight situation. We are finding it difficult to cover 
equitably all the gradations of mortgage quality in setting a maximum discount 
rate. That’s the bad thing about any kind of price control. Set a maximum 
and it immediately becomes the minimum. 

The discount limits set by FHA were established to cover as much of the market 
as possible. But we are sure price control of money is wrong. Discount controls 
should be repealed by Congress—and quickly. 

I hope I haven’t sounded like an old scold. You were nice enough to ask me 
to come out and join in the congratulations and in the festivities of a happy 
anniversary party. And it looks like I’ve tried to frighten you out of your wits 
by pointing out some of the dangers we see as we look around the country. I 
have not even said “life begins at 40”—but from the vitality I see here that is self- 
evident. 

But my concern about the growing use of second mortgages is genuine. I felt 
I should talk it over with you. I don’t think it’s a good way to finance home- 
ownership. I think it sets the stage for some real problems. I’m sure there are 
occasions where this type of financing has a place. It is a perfectly proper 
means of financing for those who can afford it and who can meet its demands. 
But it has no place in the area FHA was created to serve. It should not be 
used—or misused—as an alternative to FHA’s high-ratio first mortgage with 
its reasonable cost and its reasonable return. 
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I tell you this because the home financing world needs your help. The industry 
must set up its own militia to preserve the gains it has made in the last 20 years. 
A sound mortgage structure for the average American—a fair and uncomplicated 
means for home financing—must be maintained. It is up to you in real-estate 
business, and in all the associated fields of endeavor represented at this big 
meeting, to plot your own course. 

My feeling is that policing should be done without Federal interference. I 
have confidence in private industry. When I look at the fine record of your 
association for the past 40 years, I believe that you—in Cedar Rapids—in Linn 
County—in Iowa—are going to do something about this. 

Let there be no mistake: I believe wholeheartedly in private enterprise and 
in its ability to do the right thing when the need is made clear. It is the 
American way—the Iowa way—of getting things done. It is because I do believe 
so strongly in you—because it is the Iowa way—and because your association 
has already demonstrated its leadership to two generations of home buyers— 
that I came to discuss these danger signs with you today. 

I am confident they can be cleared away from the horizon by people like you. 
FHA is ready to help. It is your organization—and you in this fortieth anni- 
versary celebration are proving that you can meet a challange to do your best 
for America. 


ADDRESS BY FHA COMMISSIONER NORMAN P. MASON AT THE ANNUAL CONVENTION 
OF THE SAVINGS AND LOAN LEAGUE OF COLORADO, INC. 


(Denver, Colo., Thursday, October 24, 1957) 


In these days of sun lamps substituting for the sun—IBM machines instead of 
brainpower—tranquilizers to pinch hit for peace of mind—I appreciate more 
than ever the opportunity to come to Colorado. 

Everything here is so real. There are just no substitutes for Colorado’s 
strength and rugged beauty and the inspiration one gets from it. Real things 
are like that. 

You who are members of the Savings and Loan League of Colorado, along 
with savings and loan officials in general, have shown in many ways the high 
regard you hold for realism—for realistically facing up to facts. 

So I am happy to be here for two reasons. Because it’s always delightful to 
be in your State, and because I enjoy getting together with groups of responsible 
American businessmen like you to discuss matters of mutual interest. 

Colorado savings and loans have a long record of participation in FHA pro- 
grams. At the year’s beginning, 38 percent of the total face value of FHA home 
mortgages held by institutions with headquarters in Colorado were in portfolios 
of savings and loans. This 38 percent is considerably higher than the national 
average for your industry—so much higher it’s really impressive. 

Following the trend to conventional lending, however, you last year originated 
only 11 percent of the FHA business in the State. This is particularly disturbing 
because there is definite evidence that with this trend away from FHA-insured 
lending many of the great middle-income group, who are the people really served 
by the FHA system, have been forced to finance with high-cost second mort- 
gages—a type of financing which while satisfactory for the top income people is 
not for the great backbone of the American public. It was to enable you 
lenders to service properly this great middle income group of American citizens 
that FHA was established in 1934. 

Members of your industry helped establish FHA. You helped build the FHA 
staff and were a vital factor in pioneering the FHA experiment that was de- 
signed to keep the Government out of making direct mortgage loans. 

Those were days of chaos to be forgotten. Perhaps we have forgotten too 
well. Foreclosures were the order of the day. 

The Home Owners Loan Corporation, an emergency stopgap measure, had re- 
financed more than a million homes in 3 years. HOLC had done a good job in 
trying to rescue a market which had gone into a tailspin, and its supporters 
marshaled imposing support to have it made permanent. But businessmen, like 
you, fought to establish the insured mortgage plan as a private enterprise answer. 

Today—tiillions of homes and billions of dollars later—the insured mortgage 
system has shown what private enterprise can do with a sound home-financing 
system. It has shown, too, that the American family, buying a good home that 
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it ean afford to pay for, is the best risk you can find. The loss ratio on FHA- 
insured home mortgages amounts to only six one-hundredths of 1 percent. 

What stronger proof of soundness could there be? Soundness for the lender— 
and soundness for the home buyer. That's a bright picture. I wanted to remind 
you of it because it is being blurred by some lenders in the current scramble for 
mortgage money. 

There is a growing trend toward second mortgages—a dangerous practice that 
was outlawed by the FHA mortgage insurance plan long ago. Fees and charges 
have been raised by a few lenders to a point that threatens the soundness of 
the mortgage transaction and the future of the industry. 

Let’s face it realistically as the cost of home financing mounts for the average 
buyer, so does the clamor for direct Federal loans. Unsound lending practices 
which have given rise to this clamor have reached such proportions that two 
congressional committees are investigating conditions in the mortgage market 
place. 

The bad practices of a few lenders have made banner headlines in the news- 
papers. 

A fine industry that has served the Nation well is damaged by such publicity. 
Something must be done without delay to see that the American buyer does not 
lose confidence in the private home financing industry—to see that the American 
family gets its money’s worth when buying a home. 

FHA mortgage insurance is such a safeguard. It is the stamp of quality on 
the whole transaction. The lender is approved. The borrower, the property, 
the neighborhood measure up to uniform standards. The valuation is made by 
recognized experts and maximum charges are a matter of publie record. 

FHA is more than an insurance policy. Much more. It is the tool private 
industry can use to maintain a healthy home building and financing system. 

You of the savings and loan industry have an enviable record of home financ- 
ing. You were the pioneers in offering American families a long-term amortized 
mortgage. Many innovations of the early building and loan associations have 
become standard, useful practices. 

Your proven foresight—your ability to plan for a good future is the reason 
I want to talk over with you some of the less pleasant realities in the mortgage 
market today. 

When FHA raised the interest rate to 5% percent we felt we were offering a 
reasonable return. And in offering the buyer the most lenient terms in our 
history, 3 percent down on the first $10,000, we are still on safe ground. 

Just because mortgage money is not plentiful it does not justify saddling a 
home buyer with more than one mortgage to make a quick sale or a higher 
profit. 

Like 1 wife, 1 mortgage is all a man ought to be asked to bear. It’s that 
second one that gets him into hot water. Now in Colorado, FHA’s Denver office 
reports 20 percent of conventional loans involved second mortgages or other 
devices to lower initial equity. There are occasions where secondary financing 
has a legitimate place—but not in 1 of every 5 non-FHA loans * * * and 
not with the people of modest income. 

FHA offers people the best low-equity, reasonable-cost home purchase formula 
on the face of the earth. To prove the soundness of America’s home financing 
system, 3 out of every 5 families own or are buying their homes. Let’s not 
endanger this record by going backwards on 23 years of fine progress and revert 
to the faults of the past. That’s what I appeal to you to be on guard against. 

Your association and its members have proved themselves to be a positive force 
in keeping the home mortgage market healthy for the folks of Colorado. I con- 
gratulate vou on the job you have done. And I seek your support and leadership. 

We simply must learn from the mistakes of the past—from others’ mistakes. 
We haven't time to make them all by ourselves or to make the old ones over 
again. 

Another matter of mutual interest that deserves discussion is discounts. Con- 
gress has given me the impossible job of setting reasonable discounts on mort- 
gages insured by the FHA. It is one of the most difficult assignments ever 
handed to me. I am doing my best to be fair but it’s like trying to wrap up two 
watermelons—it can’t be tied up into a neat package. 

We have tried to fix limits on fees, charges and discounts in such a way as 
to cause the least market disturbance. But no matter how flexibly they may 
be administered, discount controls are going to interfere with the operation of 
the home-finance system. President Eisenhower was outspoken in his objections 
to this type of price control. 
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Of course, industry doesn’t like the idea of discount controls any more than 
we do. But in attempting to avoid the restrictions, I am afraid lenders in some 
sections of the country are reverting to some of the unsound practices we have 
been talking about today. 

I was sent an advertisement the other day that proclaimed a choice in the 
type of mortgage financing. It read “FHA financed or conveniently financed.” 
Convenient for whom? I think FHA financing is convenient for the average 
home buyer and will be a lot more convenient in the long run for the lender. 

Lenders seem willing to accept FHA discount limitations as satisfactory for 
“highest grade” mortgages. A mortgage insured by FHA is a highly standard- 
ized commodity. It has been tested for quality. It has been found to be eco- 
nomically sound. For that reason, any mortgage accepted by FHA for insur- 
ance has Only one grade—and that’s highest. 

FHA mortgages cannot be compared to uninsured mortgages written by a 
variety of lenders whose policies differ, whose property standards may or may 
not be well defined, and whose check of the buyer’s credit may not always be 
as careful as ours. 

I wish lenders could be realistic—admit what they acknowledge privately, 
that all FHA mortgages are alike—that their restrictions are simply ways in 
which they can effectively and simply ration the inadequate amount of money 
they have to lend. 

I hope the time will come when discounts will disappear from the market 
altogether. The sooner the better. 

The general public and even some builders do not understand discounts. They 
are complicating mortgage lending, which is complicated enough without them. 
They are causing doubts and creating distrust in the minds of many people. 

sy following current trends, we can easily lose sight of basic considerations. 
Yes, we must be realistic, but in going along with constantly rising home financ- 
ing costs, haven’t we tended to lose sight of the central person in the trans- 
action—the home buyer? If costs get so high that they are out of his reach, 
it will not only be disastrous for him but for lenders and the whole housing 
industry. 

For many people sound home financing is possible only through the FHA. 
These people, who can’t make large downpayments or pay excessive financing 
charges, are sound risks. If they can’t get FHA-insured mortgages, it is only 
natural that they will seek a direct Government lending plan. 

I don’t believe direct Government mortgage lending is necessary. I am con- 
fident that private enterprise can do the housing job our country needs. 

FHA stands ready to help you. Every day we are trying to improve the tools 
we have to serve the industry and the American public. 

We are making every effort to render prompt service—to work with you in 
the challenging task of providing good housing with sound financing. 

There is no doubt about the tremendous demand of housing. There is no 
doubt that more and more American families can afford to own homes of their 
own. So let’s work together to dispel any possible doubts about the way these 
homes are financed. 

I am confident that with the help of groups like your fine State association 
promoting sound practices—with the broad use of FHA mortgage insurance— 
a bright future lies ahead for American homeowners and American industry. 


Appress BY FHA COMMISSIONER NORMAN P. MASON TO THE 50TH ANNUAL CON- 
VENTION OF THE NATIONAL ASSOCIATION OF REAL ESTATE BOARDS 


(Conrad Hilton Hotel, Chicago, Ill., November 4, 1957) 


Congratulations to you on your 50th anniversary. For half a century your 
association has worked hard to raise the standards of the real-estate world and 
to create a respected profession. Your efforts have been successful. The term 
“realtor” is a title of which to be proud. 

The biggest thing in recent years to affect the financing of existing homes— 
the subject of this afternoon’s discussion—was the 1956 law which virtually 
wiped out the differential in FHA terms between “new” and “existing” houses. 
The big question today though is “Are these FHA terms available? Are they 
able to serve both buyer and seller the way it was planned that they would?’ 
The answer is “No,” and the reason—Tight money. 
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Tight money, with limited funds for mortgage investment, has led lenders to 
be highly selective. Naturally they will ration their money to their best advan- 
tage. They look for ways to place their funds with as little trouble as possible, 
and of course they want a good yield. One lender will say “I'll take only 4-bed- 
room homes as collateral” or “I'll lend only to a buyer who puts 20 percent 
down.” 

In this situation lenders are also selective as to the general type of financing 
they choose to engage in. They are free to ignore FHA and its insurance fea- 
tures so they may deal in a completely free market. The FHA system, for 
example, prohibits the use of multiple mortgages in financing homes. Recently 
a backward trend has made its appearance in non-FHA lending—backward to 
practices like secondary financing that got us in trouble in the early 1930's. 

I've been warning everyone I’ve talked to in recent weeks of a dangerous 
upsurge in second-mortgage financing. You know why it’s dangerous: It re 
quires too much of a mortgagor’s income during the early period of mortgage re- 
payment—during the time when most mortgage transactions are in their most 
risky stages. 

If second mortgages are not being used in your home communities to any 
alarming extent, perhaps it’s land sales contracts or some other means of lower- 
ing the equity. To avoid a successful time-tested system like FHA for the sake 
of immediate convenience is a shortsighted policy. It’s shortsighted first be- 
cause, when these tactics backfire and people, overloaded with debt, default, we 
are likely to find that much of the confidence that people have developed in their 
ability to pay for their homes has been destroyed. It is shortsighted secondly 
because, if we don’t do something to check the soaring cost of buying a home, 
Congress will be tempted to set up a direct lending program. 

No group has fought direct lending or other forms of housing subsidies harder 
than NAREB. With 2 congressional committees—1 from the Senate and 1 
from the House—investigating charges of gouging, or exorbitant fees and dis- 
counts and of unsound lending practices, all of which take advantage of the 
tight money market, you don’t have to be told what some of the congressional 
sentiments will be toward a direct lending plan. 

The charging of discounts has already put FHA in a really unenviable spot, 
with the law this year requiring me to set “reasonable limits” on their use. This 
type of control won’t work, and I’m opposed to the philosophy under which it is 
set up. Like all price controls it interferes with the market and influences it 
in an unnatural way. Ceilings become floors, and discounts appear where there 
were none before. 

Home financing is too complex a matter to be governed by bureaucratic con- 
trols. How would you like to be sitting in Washington setting a “reasonable 
limit” for mortgage discounts all over the country? 

If you ever indulge in the fine American custom of telling people what you 
think about things, you have a wonderful opportunity to say what you think 
of discount controls. And while you're expressing yourself, I wish you would tell 
people what you think about FHA and all its accomplishments. Realtors have 
a reputation for giving seund advice. 

Had it not been for the FHA amortized mortgage with its high-ratio loan 
terms, the proportion of American families living in homes of their own would 
be decidedly lower than the present figure of 60 percent. 

I would really like to see a greater appreciation of FHA as a self-financing 
operation which helps the public and industry in a business-like manner. Last 
week, for instance, at our executive board meeting we arranged to invest $714 
million FHA’s surplus. This is a job I really enjoy and one we get to do 
once every month. The people who use our program and derive the benefit from 
it are the ones who pay its way. 

It would be better all around if there were a clear understanding of the fact 
that the borrowers pay the cost of operation of FHA and expect FHA to be 
able to use the fees they pay to give them the service they pay for. 

I think we ought to have a flexible budget—one based on a percentage of the 
business we do. Then we'd be on our own and when business picked up we'd be 
able to do something about it. 

One of the biggest problems realtors have with FHA—and one on which we 
hear most complaints—is the delay in handling applications for mortgage insur- 
ance. A big reason for this delay is the lack of realization as to just what 
FHA does for grassroots America. You can help by telling others. 

I don’t say “If we had more staff we could do a better job” and stop there. We 
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are doing something about the problem of backlogs. We are adding per diem 
appraisers. We are authorizing overtime wherever we can. We are using staff 
from offices where the workload is not so heavy to process routine matters for 
our busier offices. We are doing everything possible to gain flexibility in order 
to meet unusual demands. 

Not all the delays are FHA’s fault. Lenders often hold an application as long 
as 10 days before filing it with our office. Too often the information submitted 
is incomplete and inadequate. The application must then be rejected in our 
preliminary review and returned to the mortgagee. Someone has to go back and 
pull the missing information together. Brokers can help by assisting their clients 
in supplying the necessary facts at the outset, making sure that all the ques- 
tions are answered. Be especially sure to submit the required exhibits cover- 
ing such matters as mortgage credit, other obligations and indebtedness, and 
additional sources of income. 

It has been suggested that acceptance of Veterans’ Administration appraisals 
would save time in some cases. But VA valuations, as set up by law, differ 
from ours, and we can’t accept them. This is no reflection on VA. They are 
asked to set a reasonable price. FHA’s basis must be one of long-term economic 
soundness. 

You're 50 years old and we’re 23, but like you we are always willing to learn. 
We keep improving our procedures. With the help and counsel of your indus- 
try among others, we have improved the way our mortgage credit standards 
are applied in the field. Rejects on this count have been greatly reduced. 

We have recently revised FHA’s minimum property standards for new homes. 
The fact that they are designed to produce better housing can be an important 
point in selling an existing house which was built with the benefits of FHA 
inspection. The neighborhood information files in our district insuring offices 
will tell whether or not the house was inspected during construction, and our 
staffs can check this for you. 

Some of you from parts of the country where FHA has not been very active 
should be interested in the encouragement being given by industry to our certi- 
fied agency program. It is an attempt to broaden the base of our operations and 
potentially it has a great significance. We will try it experimentally for a year 
in the seven selected areas and in that time we should be able to iron out any 
kinks. If there is a real demand for this type of operation we can bring FHA’s 
benefits to whole new realms of people. 

You have known FHA a long time. Some of you here today probably had 
a part in its establishment. Many of you have served on FHA advisory com- 
mittees. All of you know that the FHA goal is to help private industry produce 
and finance good housing for the American people. 

Let’s work together to see that yesterday’s mistakes are not made all over 
again today. FHA has better tools than ever to provide a sound means for 
helping people attain a lifetime of happy homeownership. 

You who are leaders in the housing market can broaden the use of these tools 
to the benefit of the industry itself and to the far-reaching benefit of American 
families seeking homes of their own. 


AppDRESS BY FHA CoMMISSIONER NORMAN P. MASON TO THE 44TH ANNUAL CON- 
VENTION OF THE MORTGAGE BANKERS ASSOCIATION OF AMERICA 


(Statler Hilton Hotel, Dallas, Tex., November 7, 1957) 


“Sputnik” is a new word in our vocabulary—one that makes us see red. 

That’s not a very good pun, of course, and I was going on to say that it has 
caused a good many red faces in this country. 

At least the Russians are happy with their satellite. In the world of mortgage 
lending, the word that seems to be causing the greatest frustration right now is 
“discounts.” Nobody is happy about that word. I certainly am not. 

Congress has given me the unwelcome job of setting reasonable discounts on 
mortgages insured by the FHA. It is one of the most difficult assignments ever 
handed to me. I am doing my best to be fair to everybody concerned, but it’s 
like trying to please both your wife and the pretty redhead down the street—it 
can’t be done. 

In carrying out the will of Congress, our purpose in the FHA has been to 
create as little disturbance as possible in established financing practices. That’s 
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why I want to discuss the problem with you and try to work out a solution, so 
that as long as we have to live with discount controls—I hope it won't be long— 
we can all work together. 

As I just said, we don’t want to disrupt the market; but home financing prac- 
tices vary so much from one area to another—and even among lenders in a 
specific area—that, no mater how hard we try to be equitable and reasonable, 
FHA limitations on discounts can’t help being in some degree a disruptive 
influence. 

The chief trouble seems to be that lenders are willing to accept FHA discount 
limitations as satisfactory for the highest grade mortgages, but they believe 
higher rates should be permitted on less desirable mortgages. 

Well, to me, a mortgage insured by the FHA is a highly standardized com- 
modity that can be bought in much the same way as you buy an appliance from 
a firm with a national reputation. It comes from the factory in a sealed carton. 
You know you are safe in accepting it, because it has gone through a series of 
tests to meet high standards, and the manufacturer stands back of it. 

Every mortgage that the FHA insures has been tested for quality. The law 
requires that we find the transaction to be economically sound. Our risk-rating 
system is the most thorough and accurate ever devised for the purpose. The 
property must meet our standards. We make an objective appraisal, which 
includes an evaluation of neighborhood influences. We check the buyer’s credit, 
his income and other resources, and the likelihood of his being able and willing 
to carry out his obligation under the mortgage. We even have a 20-year record 
to prove that our judgment and the way we do our job result in good mortgages. 

We believe that any mortgage accepted for FHA insurance, after the searching 
review we give it, has a value equal to any other mortgage we insure. 

The United States Treasury Department agrees with us. Standing instructions 
to national-bank examiners are explicit in providing that no mortgage insured by 
the FHA is to be classified as slow, doubtful, or loss. All insured mortgages have 
the same rating. 

The fact that they are insured is just an added attraction. 

FHA mortgages cannot be compared to uninsured mortgages written by a va- 
riety of lenders whose policies differ in many respects, whose property standards 
may or may not be well defined, and where check of the buyer’s credit may not 
always be as careful as ours. 

I think the mortgage-lending industry has very properly rated risks on these 
other mortgages and set different prices on them, but FHA mortgages, to my way 
of thinking, are all in one category as far as value is concerned. 

This opinion is confirmed by FHA experience. Our loss ratio amounts to only 
six one hundredths of 1 percent of all home-mortgage insurance written. 

In the early part of this yéar, we made a study of the causes of defaults in 
insured home mortgages where title had been transferred to FHA. We found 
that over half resulted from conditions that could not have been foreseen when 
the loans were insured—death, illness, marital difficulties, curtailment or loss of 
income. Only 2 percent grew out of dissatisfaction with the property or the 
neighborhood, and only 3 percent occurred because the buyers had taken on 
mortgage obligations too heavy for them to handle. 

What we hear from our field offices seems to indicate that discount limitations 
are not working out too badly. In the last part of September, applications were 
running about 10 percent above July for the Nation asa whole. Forty-nine of the 
seventy-five insuring Offices have reported an increased volume of applications 
since the limitations became effective on August 5. In 21 of the 49, the increase 
amounted to 25 percent or more; in another 15, it was between 10 and 25 percent. 
The increases appear in offices scattered across the country. 

Construction started under FHA inspection in September was 19 percent of the 
total. This is above the average for the year, of 16 percent. 

This looks as though the discount limitations were, in general, not too restric- 
tive. At the same time, mortgage bankers tell us that our application volume is 
not a sound basis for judgment, because many of the transactions will not be 
completed for lack of financing. 

I can see that that might be true, but, on the other hand, it’s hard to picture 
builders putting up $45 apiece for applications unless they have some idea of 
where their construction money is to come from. 

Lenders have also asserted, with a good deal of reason, that our business should 
have gone up 80 percent to be really effective in taking care of home-buying 
veterans as well as nonveterans. 
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As I said when we put the discount limitations into effect in August, these dis- 
counts are subject to adjustment when that seems advisable. In discussing the 
subject with industry advisory committees, I have had a lot of helpful suggestions. 

But I don’t believe that any sort of adjustment in the limitations is going to 
make everybody happy. The only solution is to do away with them altogether. 

President Eisenhower did not want to see these limitations imposed. He saw 
the problems that would be involved and, above all, he appreciated the fact that 
the principle was unsound. In signing the Housing Act of 1957 last July, he said: 

“Discount controls, however flexibly they may be administered, intrude into 
and interfere with the operation of the private home-finance system. Such con- 
trols have been tried before and have been found to be unsuccessful in accom- 
plishing their avowed purpose.” 

I hope the time will soon come when discounts will disappear from the market 
altogether. There have been congressional hearings involving them. These 
hearings and the disclosures of exorbitant discounts in some cases have made 
editorials throughout the United States. 

The general public, and even some builders, do not understand discounts. 
They are complicating mortgage lending, which is complicated enough without 
them. 

Scientists disagree about how long Sputnik will keep circling the earth, but 
they do agree that in time—another week, a month, or a year—it will disinte- 
grate. Discount controls, we hope, will also come to an early end. 

Sputnik has had some good effects in this country. It has helped to clear the 
air—that is not another pun—of some illusions about the Russians and us. 
More important than anything else, it has made us see the necessity for eter- 
nally keeping at work. 

In the same way, the present discount situation may be of some use if it helps 
to bring about a reappraisal of mortgage-lending practices. 

By following current trends, we can easily lose sight of basic considerations. 
Yes, we must be realistic, but in going along with constantly rising home-financ- 
ing costs, haven’t we tended to lose sight of the central person in the transac- 
tion—the home buyer If costs get so high that they are out of his reach, it will 
be disastrous, not only for him but for you lenders and the whole housing indus- 
try, too. Let’s get together—you, the FHA, and the others who make up the 
building industry—and keep homeownership costs within reason. The alterna- 
tive might be a resort to direct Government loans. 











VETERANS’ ADMINISTRATION 


(The following letter was written to the Honorable H. V. Higley, 

Administrator of Veterans’ Affairs :) 
SEPTEMBER 9, 1957. 
Hon. H. V. Hieury, 
Administrator of Veterans’ Affairs, 
Washington, D.C. 

Dear Mr. Hictxy: I am becoming increasingly concerned over re- 
ports that second mortgage financing and other potentially trou- 
blesome financing practices are spreading in the conventional loan 
sector. 

Apparently, as builders in some areas have experienced difficulty in 
obtaining FHA and GI financing in the current tight money market, 
there has been understandable pressure to maintain sales volume by 
offering buyers low downpayments in connection with conventional 
loans. As you know, this objective can be achieved through the second 
mortgage device, through land sale contracts or contracts ‘for deed, and 
other devices which seek to lower the initial equity required from the 
home buyer. 

Clearly these devices are risky for the seller and can have the most 
undesirable consequences for the home buyer since the financing terms 
are such as to make him extremely vulnerable to periods of unem- 
ployment or reduced income. Those of us who recall the topheavy 
vulnerable mortgage structure of the 1920’s cannot help but have a 
feeling of alarm if similar practices are once again becoming preva- 
lent. 

I realize that under the VA program there is little incentive to 
second mortgage financing and that in the few cases where it may be 
employed the terms are approved by your agency. But it occurs to 
me that your loan guaranty officers with their experience and know]l- 
edge in the mortgage field should be especi: ally well equipped to fur- 
nish information on the conventional financ ing practices typical in 
their area. Since our subcommittee definitely plans to investigate 
this subject of second mortgage financing, we are naturally anxious to 
improve our understanding of the problem, and accordingly I would 
appreciate it very much if you could have your staff undertake an 
opinion survey of your local offices. 

I am, of course, sure that your field officers are under a heavy work 
schedule and for this reason I am not suggesting an opinion survey 
which would require research or outside inquiries on the part of your 
field officers. Rather I have in mind a relatively brief report to your 
central office which would summarize their views as to whether prac- 
tices of this kind are going on in connection with conventional loans 
in their area, and to what extent they are common. 

If your technical people have some detailed questions as to the 
type of information we seek, let me suggest that they get in touch 
with members of my subcommittee staff. 
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Since our committee will be actively exploring this subject during 
adjournment, I would appreciate having the results of your survey 
as soon as possible without undue inconvenience. When the reports 
are received, we would very much like to have copies of the indi- 
vidual field office reports in addition to any summary of the reports 
which you may care to compile. 

Sincerely yours, 
ras , Apert Rains, Chairman. 


(The following letter, memorandum, reports, and telegrams were 
received from the Veterans’ Administration :) 


VeTERANS’ ADMINISTRATION, 
DEPARTMENT OF VETERANS BENEFITS, 
Washington, D. C., October 15, 1957. 
Hon. Avsert Rats, 
Chairman, Subcommittee on Housing, 
Committee on Banking and Currency, 
House of Representatives, Washington, D.C. 

Dear Mr. Rarns: In accordance with the request in your letter of 
September 9, 1957, we requested our field offices to supply information 
concerning secondary borrowing arrangements, as indicated by our 
acknowledgment dated Se ptember 17, 1957. 

Enclosed for your information is a copy of the letter on this subject 
which was sent to all VA regional offices with loan-guaranty activities, 
together with the replies which have been received to date. 

It should be noted that the 62 replies enclosed cover all of our field 
offices except Wilmington, Del.; Atlanta, Ga.; Salt Lake City, Utah; 
and Wilkes-Barre, Pa. These four offices have just advised us, in 
response to a telegraphic inquiry, that they have no record of receiving 
the original request dated September 17,1957. However, we have fur- 
nished these offices with telegraphic instructions for the submission of 
the information, and will transmit their replies to you as soon as they 
are rec eived. 

It is hoped that the enclosures will assist your committee in its study 
of secondary mortgage financing and related practices. 

Very truly yours, 
Ratpu H. Strong, 
Chief Benefits Director. 


VETERAN’S ADMINISTRATION, 
DEPARTMENT OF VETERAN’S BENEFITS, 
Washington, D. C., September 17, 1957. 
To: Manager, VBO and all VA regional offices except Brooklyn, 
M: inila, and Juneau. 
Mug = Secondary borrowing arrangements. 


Attached is a copy of a letter addressed to the Administrator by 
a chairman, Subcommittee on Housing, Committee on Banking and 
Currency, House of Representatives. You will note that we have 
been requested to obtain an opinion survey from field offices concern- 
ing secondary bor rowing arrangements which are being employed in 
-aoccont tion with finance ing residential construction with conventional 
oans. 


98420—57——_5 
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2. In order that we may make the information available to the 
committee by October 14, 1957, you are requested to forward it in 
duplicate, so that it reaches this office no later than October 9. The 
information submitted will be based entirely on the facts which you 
and your loan-guaranty staff have available and we do not expect that 
any survey W ill be made from sources outside VA. 

. Your report should indicate the various types of secondary bor- 
rowing arrangements which are being employed and an estimate of 
the extent to which these practices are being followed in the conven- 
tional loan sector of mortgage financing. Since your reports will be 
forwarded to the committee and thus may be published you np 
avoid any reference to specific projects, companies, individuals, 
institutions. 

t, Reports control symbol 26—45-S is assigned to this report. 


Rautrnu H. Srone, 
Chief Benefits Director. 


VETERANS’ ADMINISTRATION, 
Reeionay Orrick WaTeRVLIET ARSENAL, 
Albany 1,N.Y¥., September 27, 1957. 
To: Chief Benefits Director, Veterans’ Administration Central Office, 
Washington, D. C. 
Subject: Secondary borrowing arrangements (RCS 26—45-S). 
As requested in your letter of September 17, 1957, the following 
information is submitted : 

In this area, and we believe you will find in other areas of the 
country, that several arrangements are employed in connection with 
financing residential construction with conventional loans. ‘These 
take the form of: 

(a) False purchase prices to create the illusion of large equity 
downpayments. 

(6) Personal notes taken by sellers in lieu of cash downpay- 
ment. 

(c) Personal notes taken by brokers and the juggling of com- 
missions to cover part of alleged downpayment. 

(d) Borrowing from finance companies to obtain funds for 
downpayment. 

(e) Borrowing from relatives to meet necessary downpayment. 

2. It is our opinion that the number of loans processed in the above 
matter comprise a very insignificant percentage of the total number 
written. It has been our experience that lenders in our area will not 
tolerate such practices and will not make a loan where secondary 
borrowing is evident. 

Cuas. E. Wausn, Jr., Manager. 
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Vererans’ ADMINISTRATION REGIONAL Ovrios, 
Albuquerque, N. Mex., October 4, 1957. 
To: Chief Benefits Director, Veterans’ Administration Central Office, 

Washington, D. C. 
re : Secondary borrowing arrangements (RCS 26-45-S). 

The following types of secondary borrowing practices are em- 
ein in mortgage financing of residential loans in the State of 
New Mexico. 

2. The most common practice is that of a real-estate contract. We 
estimate that fully 80 percent of resales of existing previously oc- 
cupied houses in the $8,000 to $17,500 price range are financed in part 
by real-estate contracts. These contracts are held by the seller for a 
substantial portion of the seller’s equity. This type of financing is 
not engaged in by lending agencies. The contracts are placed on “the 
market with discounts ranging from 10 to 30 percent. Some com- 
panies have been organized for the sole purpose of speculation in 
equities as well as purchase of residential property with this type 
of financing. These contracts are used for resale of homes financed 
with conventional loans as well as those insured or guaranteed by 
Federal agencies. We believe 25 percent to be a conserv vative estimate 
of the resale of homes in the price ranges referred to above in which 
real estate contracts are used in connection with existing first mort- 
gages made with conventional loans. 

3. Some of the leading insurance companies engaged in residential 
mortgage financing do approve of second mortgages supplemental to 
first mortgages for conventional loans which they make. These are 
the exception rather than the rule and our estimate is that these trans- 
actions will not exceed 214 percent of their volume. 

4. Building and loan companies report that they do not make second 
mortgages. They inform us that second mortgages are not uncommon 
in sales transactions involving homes in price ranges above $25,000. 
The building and loan companies are restricted by State law to a 
$25,000 maximum loan. The builder or seller will often carry a small 
second mortgage representing the balance between the conventional 
loan and the downpayment made by the purchaser. These second 
mortgages will generally vary in amount ranging from $5,000 to 
$10,000. In our opinion 25 percent of sales in this category are 
financed with small second mortgages which in all cases are taken by 
the seller. 

Gorvon R. Exxiort, Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Baltimore, Md.. October 3, 1957 
To: Chief Benefits Director, Department of Veterans’ Benefits, 

Veterans’ Administration, Washington, D. C. 
re : Secondary borrowing arrangements. 

This is an opinion survey in duplicate, concerning secondary bor- 
jeans arrangements toed in this Baltimore regional area in 
connection with financing residential construction with conventional 
loans. 

2. No reasonable estimate can be given as to the frequency of usage 
of any of the particular methods described. 
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FEDERAL SAVINGS AND LOAN ASSOCIATION 


A. Largest lender in the area. 

Require either FHA or VA inspection if it is a project commitment 
for conventional loans. 

Maximum loan 75 percent of fee simple appraisal less the capital- 
ized ground rent. Maximum maturity 25 years at 6 percent. Pur- 
chaser must pay settlement costs in cash. 

Builder may hypothecate when the terms are approved by the lender 
for a particular case. Hypothecation is customarily held until twice 
the amount is credited to prine ipal of account. 

B. Maximum loan for 70 to 75 percent of associations appraised 
valuation. Maturity of loan 20 years at 6 percent. Purchaser must 
have 15 to 20 percent dow npayment plus settlement costs in cash. 

Will permit builders hypothecation for balance if terms are accept- 
able to lender. 

C. Maximum loan 75 percent of leasehold valuation by VA, FHA, 
or association. Maximum maturity, 20 years at 6 percent. 

If second mortgage is to be given by builder the purchaser must pay 
at least 10 percent. in cash plus settlement costs. 

D. Maximum loan 80 percent of leasehold value based on associa- 
tions appraisal. Maximum maturity 20 years at 6 percent. 

Would permit builder to make second mortgage if stability of em- 
ployment and income was sufficient to absorb both obligations. 

Would accept builders’ hypothecation with a ratio of 2-to-1 in the 
metropolitan area and 3-to-1 in outlying areas. 


SAVINGS BANKS 


A. Maximum loan for two-thirds of fee-simple valuation deter- 
mined by banks appraisal less the capitalized ground rent. Maximum 
maturity 20 years at 514 percent interest rate. 

No second mortgage or hypothecation. 

B. Maximum loan for two-thirds of leasehold valuation. Will ac- 
cept VA or FHA appraisal. Maximum maturity 20 years at 514 per- 
cent interest rate. 

No hypothecation. 

Will permit builder to give second mortgage if terms are within 
repayment ability of purchaser. 


INSURANCE COMPANTES 


A. Maximum loans for two-thirds to 75 percent of leasehold value 
determined by companies’ appraisal and So ‘ation of property. Maxi- 
mum maturity 20 to 25 years at interest rate of 514 percent. 

No hypothecation or second mortgage permitted if shelter costs are 
in excess of 20 percent of purchaser’s income. 

B. Maximum loan for two-thirds of companies’ appraised valua- 
tion. Maturity, 20 years at 514 percent. 

Maturity, 25 years at 534 to 6 percent. 

Nosecond mortgages. 

No hypothecations. 
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(BUILDER ) LAND-SALE CONTRACT 


This is a specific project case built without FHA or VA supervision 
or inspections. 
Sale price, $11,250, subject to $108 annual ground rent. 
Builder requires $1,250 downpayment and will enter into a land- 
installment contract for 25 years at 6 percent with privilege of con- 
version any time a mortgage for balance is obtainable. 


R. T. Brown, Acting Regional Manager. 


VETERANS’ ADMINISTRATION CENTER, 
Boise, Idaho, October 4, 1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits, Vet- 
erans’ Administraion, Washington, D. C. 
rss Secondary borrowing arrangements (RCS 26-45-S). 

The following report, made pursuant to your letter dated Sep- 
dices 17, 1957, is based upon various staff members observations and 
knowledge of currently prevailing conventional residential financing 
practices in this area 

2. For the past year or so, there has been a very limited amount of 
home construction on a speculative basis, due to the relative tightness 
of financing. Toa great extent, the homes constructed have been sold 
individually in advance of work being started, and with financing 
already arranged. As a consequence, there has been comparatively 
little occasion for builders resorting to unusual methods of financing 
in the disposition of their properties. 

The general practice followed in this area is for the builder to 
obta ain a conventional construction loan, prior te commencement of 
construction, in an amount representing about 70 percent of the total 
value of the property as established by the lender, and secured by : 
first mortgage amortized over a 15- to 20-year period, with interest 
ranging from 514 to 61%4 percent. Eventual sale of the property in 
most cases is ace complished by purchaser assuming the existing mort- 

gage debt, and paying in cash to seller the difference between such 
at ta debt and the agreed sales price. In lieu of payment of such 
price differential in actual cash, seller at times accepts purchaser’s 
equity in other property on an outright trade-in basis. Such equities 
may be in the form of real estate, automobiles, house trailers, or other 
items of personalty. In effect, however, such trade-ins are the equiva- 
lent of cash and eliminate the need for taking by sellers of second 
mortgages or other forms of security. To our best knowledge, neither 
lenders nor builders in this area favor or employ the use of second mort- 
gages in conventional loan cases. In rare instances, properties are sold 
under land-sale contracts which may or may not involve the assump- 
tion of an existing conventional loan. In such cases, however, the con- 
tracts are invari: ably written on terms which are in keeping with pur- 
che —s ’s indicated ability to repay the obligation. 

In summary, it is the opinion of this office that little, if any, sec- 
ae iry borrowing is being employed in this are: 1, in connection with 
financing the construction -and sale of residential properties by means 
of conventional Joans. 


Donatp Cow.ey, Manager. 
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VETERANS’ ADMINISTRATION, REGIONAL OFFICE, 
Boston. Mass.. October 8, 1957. 


To: Chief Benefits Director, Veterans’ Administration, Central Office, 
Washington, D. C. 


Subject: Secondary borrowing arrangements (RCS 26-45-S). 


1. From the information available to this office, it would appear 
that there has been a marked and perceptible increase in the number 
of second mortgages being recorded in the registries of deeds through- 
out the State of Massachusetts. 

2. The employment of second mortgages in connection with the 
financing of residential construction and the purchase of existing con- 
struction through means of conventional loans is not always readily 
discernible, because many times the mortgagor is desirous that suc h 
information be withheld from the first mortgagee and the recording 
of the second mortgage is often delayed until some time after the 
recording of the primary lien. 

3. Much secondary borrowing has developed in this area in connec- 
tion with the borrowers’ need of funds to repay debts contracted dur- 
ing periods of illness or unemployment. Payments on first mortgages 
in many cases are geared to the very edge of the borrower's ability to 
repay and any increase in taxes or periods of unemployment, however 
brief, are sufficient to cause financial distress. A threat of foreclosure 
by his lender or the latter’s unwillingness to grant forbearance or to 
make the additional loan frequently compels the borrower to seek out 
the second mortgagee whose “easy terms” advertisements are appear- 
ing more frequently in our newspapers in this area. Other borrowers 
are forced into the second-mortgage field when, in the seeking of addi- 
tional funds for repairs to the property or for the retirement of 
accumulated debts, they are informed by the first mortgagee that 
approval of the requested loan will entail the rewriting of the first 
mortgage at a higher rate of interest. 

4. These latter cases account, perhaps, for the greatest percentage 
of the number of second mortgages now being recorded. However, 
as previously mentioned, sec ‘ondary financing arrangements are also 
on the increase in connection with purchase-money mortgages, but 
the extent of this practice is hard to measure. As for the measures 
utilized, as far as we know, they are limited to the second-mortgage 
devices. 

Artuur T. Noren, Acting Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Buffalo 3,N. ¥., September 24, 1957. 
To: Chief, Benefits Director, Department of Veterans’ Benefits, Vet- 
erans’ Administration, Washington, D. C. 
Subject: Report requested in all-station letter September 17, 1957 
(RCS 26-45 Si. 

1. We have reviewed the borrowing arrangements in connection 
with financing residential construction with conventional loans in our 
regional area which consists of the 13 counties in western New York. 

In our opinion there is very little, if any, secondary borrowing 
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arrangements to finance conventional loans in this area. If such 
financing exists it has not come to our attention or that of our in- 
formants and therefore we believe it to be at a minimum in this area. 


* Leo V. Lannine, Manager. 


VeTERANS’ ADMINISTRATION CENTER, 
Cheyenne, Wyo., October 2, 1957 
To: Chief Benefits Director, Veterans’ Administration, Washington, 
DB. C, 
aye : Secondary borrowing arrangements (RCS 26-45-S). 
This is in reply to your letter dated September 17, 1957, request- 
ing open mation regarding secondary borrowing arrangements in con- 


nection with the finane ing of residential construction with conven- 
tional loans. 

2. I know of no builders in Wyoming who have been constructing 
new dwellings financed with convention: al loans with second- mortage 
arrangements. There may have been a few such cases, but they have 
not come to the attention of the loan guaranty staff or myself. 

There have been no large projects built in Wyoming during the 
past year. Most of the new homes have been built on an individual 
custom-built basis and, to the best of our knowledge, prior financing 
was arranged with FHA or VA loans. There have, no doubt, been 
some conventional loans made on new construction but no secondary 
borrowing arrangements by the builders have been reported to us. 


J. H. Antes, Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Chicago, Ill., September 30, 1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits, Vet- 
erans’ Administration Central Office, Washington, D. C. 
Subject: Secondary borrowing arrangements (RCS 26-45-S). 

1. Pursuant to the request contained in your all-station letter of 
September 17, 1957, the following is the consensus of opinion of this 
office concerning secondary borrowing arrangements which are being 
employed in connection with financing residential construction with 
conventional loans. 

2. Secondary borrowing arrangements in the Chicago metropolitan 
area at the present time appear to be nominal, although general 
opinion indicates a trend has started which could make the practice 
prevalent in the next several months. It is believed that presently 
the practice is generally confined to the sale of existing homes. 

3. Secondary borrowing arrangements are considered to be much 
more prev: alent in cities outside metropolitan Chicago where mortgage 
money is less available. One subdivision of 400 new homes is known 
to have been partly financed through the use of land sale contracts. 
a known transactions also support this belief. 

The types of secondary borrowing arrangements ordinarily in 
use a Illinois are land sale contracts and second mortgages taken 
back by the seller. 

Ropsert D. Breer, Janager. 
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VETERANS’ ADMINISTRATION, REGIONAL OFFICE, 
Cincinnati, Ohio, October 7, 1957. 
To: Chief Benefits Director, Veterans’ Administration Central Office, 
Washington, D. C. 
Subject: RCS 26-45-S, secondary borrowing arrangements. 

1. In accordance with the request contained in your letter of ae 
tember 17, 1957, the following report, based on facts available, is sub- 
mitted: Secondary financing is being used on a very limited scale in 
connection with financing residential construction with conventional 
loans. In 2 of the 3 instances of which we are aware, the builder is 
taking a second mortgage for the difference between the total down- 
payment and first mortgage and the sale price of the property. We 
ae been advised that the average amount of the second mortgage 
is $750. In the other instance, the properties were sold on land con- 
tract. The builder in this instance has become quite financially in- 
volved and is presently seeking a compromise arrangement through 
the bankruptcy court. 

2. We trust that this information will be of assistance to the Sub- 
committee on Housing. 

D. G. Koc 
(For R. M. Fitzgerald, Manager). 


VETERANS’ ADMINISTRATION, REGIONAL OFFICE, 
Cleveland, Ohio, October 7, 1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits Vet- 
erans’ Administration, Washington, D.C. 
Subject: Secondary borrowing arrangements—RCS 26-45-S. 

1. During the past several months, reports have reached the Cleve- 
land region: 1al office concerning various plans of secondary financing 
being used at present or being considered in the area serviced by this 
office. Based on all of the inform: ition received from lenders, builders, 
brokers, and other sources, it seems that, with the practice of employ- 
ing secondary borrowing to finance the sale of both new and used 
residences, there is developing a pattern of financing by means of 
second mortgages, land contracts, deferred downpayments, and so- 
-alled passbook transactions. 

2. With respect to second-mortgage financing on new homes, we 
have information concerning 3 developments in outlying sections 
which are within a radius of 30 miles of Cleveland. Each involves 
about 300 homes. First mortgages are financed by Cleveland savings 
associations at an interest rate of 614 percent. Second mortgages are 
taken by the builders, whose sales prices are obviously increased to 
include discounts. 

3. One builder is reported to have sold 350 new units near Cleveland 
with the purchaser agreeing to install finished floors and to do his 
own decorating. The work is to be completed within a period of 6 
months from closing and to involve labor and material estimated at 
$450. In these cases, the interest rate on the first mortgage is reported 
at 614 percent, and a second mortgage is taken back by the builder. 

4. There are only a very few land-contract sales and a small num- 
ber of passbook transactions. In the latter cases, a first mortgage is 
made at a high percentage to value, and a sizable portion, perhaps 30 
percent, of the proceeds of the mortgage is deposited to the credit of 
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the vendor, and withdrawals from this account are possible only as 
pe y ments on the first mortgage are made. 

Based on the information available to us at this time, we would 
silin ipate that the practice of secondary financing will become in- 
creasingly prevalent in this area unless the present tight- -money situa- 
tion is alleviated. 


R. L. Giiiespre, Acting Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Columbia, S. C., October 8, 1957 
To: Chief Benefits Director, Veterans’ Administration, Central 

Office, Washington, D. C. 
seg ron : Secondary borrowing arrangements—RCS 26—45-S 

At the time funds for GI loans became generally ater* able in 
South ¢ ‘arolina, a large number of our small-volume builders had on 
hand houses built under VA supervision on a speculative basis which 
they could not sell to veterans with GI loans. In order to avoid losing 
all interests in these houses through foreclosure of the construction 
mortgages, these small builders sold a great many of these houses to 
veterans and nonveterans alike, accepting a second mortgage for the 
difference between the construction mortgage and the sales price as 
downpayment. 

As a consequence of these small builders’ inability to carry these 
second mortgages to maturity, they were forced to dispose of them in 
the secondary market, in many cases for as little as 35 to 40 percent of 
face value. The result of this terrific loss was to force these small 
builders out of business. One very bad side feature of this whole 
picture is the fact that we are having difficulty in adjusting veterans’ 
complaints because of the fact that these small builders are no longer 
in business and, in many instances, have accepted employment in 
different localities. 

While, as a general rule, builders now active are not willing to 
accept second mortgages, there is a considerable traffic in second 
mortgages, particularly among veterans and other lower income 
groups who have not accumulated sufficient cash reserves to buy or 
build with the two-thirds to three-quarters of value conventional loans 
now available. 

4. For your information, we are attaching several copies of a publi- 
cation, The Morris Mortgage Report, which will give you a picture 
of the mortgage situation in Virginia and the two ( ‘arolinas. 


STANLEY ZuK, Acting Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Dallas. Tex... October 1, 1957. 
To: Chief Benefits Director, Veterans’ Administration, Washington, 
D. C. 
oo : Secondary borrowing arrangements. 
As requested in your letter of September 17, 1957, above sub- 
aes it is the opinion of this office that in excess of 50 percent of the 
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conventional loans that are closed dual contracts are used. By this 
we mean that the contract recites the true consideration and is exe- 
cuted between the seller and the purchaser but an additional contract 
is executed between the seller and the purchaser and this is the con- 
tract which is delivered to the title company and the lender. In the 
second contract it usually recites blank dollars, the receipt of which 
is acknowledged by the seller. This would indicate that the pur- 
chaser is actually putting into the property considerable cash when 
in reality it is not the case. The loan is based on the latter contract 
after, of course, the property has been appraised by someone usually 
in the lender’s office. 

Other transactions are where building and loan associations 
agree to make a conventional loan for 80 percent of the sales price and 
the purchaser is to pay in 20 percent cash. It is our understanding, 
however, that in many instances the purchaser does not pay in the 
20 percent cash but gives a second lien to the seller for part of 
the 20 percent. Another example is where a loan is closed in the 
builder’s name and the builder sells the property on a contract of pur- 
chase and the purchaser pays in excess of the normal monthly re- 
quirements for a period of several years at which time the seller 
then delivers the deed and title is actually passed to the purchaser 
and the monthly installments are reduced. It is also our understand- 
ing that in many instances of contracts of sale the purchaser violates 
the contract by failing to pay the installments promptly when they 
are due and the contract is canceled and the property resold on the 
same type of arrangements to a different purchaser. 

We trust that the above information will be of assistance to the 
Subcommittee on Housing. 

Scorr B. Harrineron, 
Manager. 


VETERANS ADMINISTRATION CENTER, 
DENVER FEDERAL CENTER, 
Denver, Colo., September 26, 1957. 
To: Chief Benefits Director, Veterans’ Administration, Washing- 

ton, D.C. 

ee: Secondary borrowing ig eel -RCS 26-45-S 

. This report is submitted in conformity with the instructions 
aa ined in your letter of Se nt 17, 1957, to which was attached 
a letter to the Administrator of Veterans’ Affairs from the chairman 
of the Subcommittee on Housing of the Committee on Banking and 
Currency, House of Representatives. 

2. Lenders, builders, realtors, and veterans sometimes call us re- 
garding secondary financing and we occasionally hear it discussed in 
group meetings of the trade organization. 

3. Secondary borrowing generally is not prevalent in this area 
Those lenders engaged in the origination and immediate sale of mort- 
gages seldom knowingly permit second mortgage financing for the 
reason that the mortages are not readily salable on the secondary 
market. 


4. We hi fee heard of secondary borrowing in connection with loans 
originated by savings and loan associations. This can roughly be 
categorized imide r three separate headings: 











SECOND MORTGAGE PRACTICES 67 


(a) One savings and loan association follows the policy of re- 
quiring rather heavy downpayments of 15 to 20 percent. This asso- 
ciation pays little attention to the source of the funds for the down- 
payment if it is apparent that no loss will be suffered in the event 
of foreclosure. 

(+) Two other similar associations occasionally permit secondary 
borrowing but in doing so closely analyze the borrower’s ability to 
meet the payment on both mortgages. The second mortgages in these 
instances are usually for small amounts with repayment over a short 
period of time, seldom in excess of 5 years, and there is evidence that 
the borrower's earnings bear a proper relationship to the proposed 
obligations. 

(c) We know that one savings and loan association in this area has 
developed a lending program which it calls collateral lending. Under 
this plan the seller deposits with the savings and loan association a 
certain sum of money ranging in amounts ‘from 15 to 25 percent of 
the sales price of the property. These funds are placed in what is 
known as a restricted savings account and cannot be withdrawn until 
the loan, which usually is made for 100 percent of the purchase price, 
is reduced to a predetermined figure. ‘There are various types of pro- 
cedure developed in connection with this type of loan, depending on 
circumstances. We have heard that occasionally the seller is able 
to withdraw funds from this restricted savings account as the loan 
balance reduces; and in other instances it is withdrawn at stated 
intervals, such as every 12 months; and in still other instances it is 
not withdrawn until the loan balance has been reduced by the amount 
of the original deposit. 

5. We do not believe that secondary financing has or will reach 
alarming proportions in this State. 

Kk. R. Bene, Manager 


VETERANS’ ADMINISTRATION CENTER, 
Des Moines, Lowa, September 24, 1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits, Vet- 
erans’ Administration Central Office, Washington, D. C. 

Subject: Secondary borrowing arrangements—RCS 26-45-S 

1. You have asked us to report on the extent to which anectid: ry 
borrowing arrangements are being employed in connection with 
financing residential construction with conventional loans. There are 
two sources. ‘The use of second mortgages is true secondary financing, 
while contracts for deed are not in fact secondary financing but are 
used as a substitute when necessary for conventional first mortgage 
loans, both of these sources aiming at the same objective—smaller 
equities. 

We will deal first with the second mortgages used in connection 
with conventional financing, both on existing houses and proposed 
construction. There is little evidence that builders or lenders are re- 
sorting to second mortgage financing in either existing or proposed 
construction. The extent to which second mortgages are being used 
would not be over 5 percent. In arranging conventional first: mort- 
gages, most lenders inquire carefully as to the form of the equity. 
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Builders seldom use second mortgages. In a few cases individuals will 
carry back a second mortgage to make a sale. It should be mentioned 
that savings and loans in some cases are requiring a deposit in the 
form of a share account by the builder or seller in an amount covering 
the top $2,000 or $3,000 of a loan, which share account is not subject 
to withdrawal until the loan is reduced accordingly, and to this ex- 
tent serves as a guaranty of the top portion of the loan. 

3. The second source of financing in lieu of conventional first mort- 
gage is the contract for deed. This method of financi ing is resorted to 
by both builders in connection with sale of new houses and by prop- 
erty owners in connection with the sale of existing housing. The use 
of contracts is grow ing—perhaps 25 percent of sales are made on con- 
tracts rather than conventional loans. Reasons for selling under con- 
tract are to hold the asking price at the desired level and provide 
buyers through more liberal terms, mainly, smaller downpayments. 
The use of contracts in financing sales is resorted to about equally 
by both builders and owners of existing construction. The use of con- 
tracts is spotty, some builders selling a high percentage of their prop- 
erties through contracts, while others will not resort to contract selling 
at all. Contract financing is used more largely in metropolitan areas 
than in rural communities. 

4. The overall use of second mortgages in this area is of small con- 
sequence. Contracts are being used in greater number because of the 
unavailability of guaranteed and insured loans with liberal terms. 
They are used in an effort to broaden the number of buyers and hold 
up the sale price. There is an element of danger in that the buyer is 
not provided with the protection of title or with maturity and amor- 
tization requiring payments in proper relationship to his present and 
anticipated income. While the use of contracts may not be excessive 
at 25 percent at this time, further expansion of this means of financ- 
ing needs to be watched. 


W. B. Nucenr. Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Detroit, Mich., September 27, 1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits, VA 
Central Office, Washington, D. C. 
Subject: Secondary borrowing arrangements. 

1. This is in response to your letter of September 17, relative to 
secondary borrowing arrangements in the financing of home purchases. 
In the Michigan region, the. financing of new home purchases is almost 
entirely by a ‘first mortgage with cash payment down to FHA insured 
mortgage, VA guaranteed loan, or a conventional mortgage. 

2. We are aware of no cases of second mortgages and are informed 
that that method of fin: incing is rarely used. "There is no evidence of 
the use of contracts for deed in Michigan. A few builders have sold 
new homes on land contract. However, the number of sales is so small 
as to be insignificant. 

3. Sale on land contract is the financing method generally used in 


the sale of the older used properties on which lenders are ‘reluctant 
to loan. 


Cuartes St. J. Cuusp, Acting Manager. 
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VETERANS’ ADMINISTRATION CENTER, 
Fargo, N. Dak., October 1, 1957. 
To: Chief Benefits Director, Veterans’ Administration, Washington, 
D.C. 
rg Secondary borrowing arrangements—RCS 26-45-S. 


This is in reply to your letter of September 17, 1957, on the above 
aii 
2. Until recently most financing for residential construction was 
done by VA and FHA where only a small downpayment was required. 
The trend is toward more financing with conventional loans in 

this area. Since money continues tight and interest rates are higher, 
there is some secondary borrowing. This is carried out in several 
ways. However, most of the secondary borrowing is in the form of a 
second mortgage which is then sold at a discount. A few contractors 
carry back a second mortgage for the difference between the down- 
payment and the first mortgage. There are also a few cases where the 
contractor enters into a rental agreement with the purchaser and when 
the rents collected reduce the principal to the first mortgage, a deed 
is then given to the property. A contract for deed is not popular in 
North Dakota because it requires approximately as long a time to re- 


yssess as a mortgage. 


The percentage of all construc tion loans with secondary borrow- 
ing is estimated to be below 20 percent. 


W. B. Carroii, Manager 


VETERANS’ ADMINISTRATION CENTER, 
Fort Harrison, Mont., September 30, 1957 
To: Chief Benefits Director, Department of Veterans’ Benefits, Vet- 
erans’ Administration Central Office, Washington, D. C. 
Subject: RCS 26-45-S (secondary borrowing arrangements). 


1. It is the opinion of this office that secondary borrowing in con- 
nection with financing residential construction with conventional loans 
is not yet prevalent in the State of Montana. The limited number of 
properties which have been financed in this manner relate to cases 
where the purchaser has been able to borrow on other assets or from 
— es other than the builder. 

. We do not have large operative builders who are financially in 
posit ion to hold second mortgages, and we know of no market wherein 
second mortgages on Montana properties may be sold at even substan- 
tial discounts. 


Cravupe L. Merepirn, Manager. 


VETERANS ADMINISTRATION REGIONAL OFFICE, 
Tlartford, Conn., September 25, 1987. 


To: Chief Benefits Director, Veterans’ Administration, Washington, 
D.C. 


Subject: Secondary borrowimg arrangements (RCS 26-45-S). 


1. Your letter of September 17, 1957, has pinpointed a situation 
which we have observed has been steadily developing in this area in 
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connection with the transfer of properties, both existing and new con- 
struction. 

This involves the use of secondary financing to fit terms to buyers’ 
demands for acquiring homes where conventional mortgages plus the 
purchaser’s cash are insufficient to meet the builder’s or seller’s price. 
As evidence of the practice, we are attaching an advertisement from a 
local newspaper, the Hartford Times, dated September 24, 1957, offer- 
ing second-mortgage money for downpayments on homes. Most of 
this ‘ ‘downpayment” financing is obtained from private individuals, 
and in some instances the builders have taken back mortgages from 
$1,000 to $3,000 where the purchaser is short that amount. On second 
mortgages the interest rates vary from 6 to 12 percent, depending on 
— financing agent. 

Attached also are sever al other clippings from the Hartford 
eaeantt of September 25, 1957, dealing with mortgage financing that 
may be of interest. 

4. After a careful check of real-estate publications, we estimate that 
in Connecticut approximately 20 percent of transfers involving both 
existing and new construction use the second mortgage to assist in 
financing the transaction. 


Harry T. Woon, Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Honolulu, T. H., September 24, 1957. 
To: Chief Benefits Director, Veterans’ Administration, Washington, 
a); (3. 
Subject: Secondary borrowing arrangements—RCS 26-45-S 
Facts on secondary financing are not available; however, it is 
rumored that certain builders in higher priced areas are carrying 
back second mortgages on conventional loans over and above the first 
mortgage made by certain lending institutions. 


GrorceE W. Bickne t, J/anager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Houston, Tex., October 7, 1957. 

To: Chief Benefits Director, Department of Veterans’ Benefits, Vet- 

erans’ Administration, Washington, D. C. 
Subject : Secondary borrowing arrangements—Reports control symbol 

26-45-S 

. In aboeeds ince with your instructions of September 17, 1957, an 
voit survey on conventional-loan practices involving secondary- 
borrowing arrangements is submitted. This opinion is based upon 
our observations, and comments made by realtors, builders, and mort- 

gage-loan correspondents in regular monthly contacts with the public. 

It is quite obvious that considerable secondar y borrowing in connec- 
tion with conventional financing has resulted, due to the tight- -money 
market and nonavailability of funds for VA and FHA financing. 
The different types of secondary borrowing are as follows: 
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(a) Conventional-loan commitments have been obtained on inflated 
appraisals where the conventional-loan commitment was equivalent 
to or approximates a price which the builder might normally expect 
to receive for his product. Under this arrangement, sales have been 
consummated with small downpayments approximating the average 
downpayment and closing costs under VA regulations, and builders 
have taken second liens for the difference in the conventional loan and 
the amount he was willing to sell the property for. This condition 
generally exists in properties selling in the price range from $16,000 
upward. 

(+) Conventional-loan commitments are received in the normal 
manner, showing the normal 66.33 to 75 percent of value ratio. The 
purchaser mi akes a small downpayment equivalent to either VA or 
FHA cash requirements, and the builder takes a second lien for the 
balance. Generally, this condition also occurs in the $16,000 and 
above class. 

(c) Insome instances, especially in minority groups, sales contracts 
are being used where the buyer is not given possession of the property 
until he has deposited with the seller a specified amount as an equity, 
which generally is a few hundred dollars. Title to the property then 
is not vested in the buyer until he has accumulated a specified equity 
under the sales contract. 

Jack D. Poweti, Manager. 


VereraNns’ ADMINISTRATION REGIONAL OFFICE, 
Huntington, W. Va., September 27, 1957. 
To: Chief Benefits Director, Veterans’ Administration Central Office, 
Washington, D. C. 
Subject: Secondary borrowing arrangements—Reports control sym- 
bol 26-445-S (your letter, September 17, 1957). 
The known types of secondary borrowing in connection with con- 
ventional construction financing in this area are: 
(a) Builder takes second len. 
(6) Purchaser obtains necessary funds from an individual. 
2. It is estimated that these practices are being followed in 10 per- 
cent of the present cases. 
H. G. Hooks, anager. 


VererANS’ ADMINISTRATION REGIONAL OFFICE, 
Indianapolis, Ind., September 27, 1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits, VA 
Central Office, Washington, D. C. 
a t: Secondary borrowing arrangements—RCS 


¥ 


S 26-45-S. 

To the best of our knowledge, the use of second mortgages in 
amamun with conventional-loan financing is very small, so far. 
Probably not more than 2 percent of the total of such transactions 
involve second mortgages. 

Although no figures are available as substantiation, we believe 
that the use of 1: =. contracts is increasing because of large downpay- 


ments required in connection with conventional mortgages, and be- 
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cause of inability of buyers to obtain federally guaranteed or msured 
loans. 

ry” . . . 

These comments are related to all counties in Indiana, except 
Lake, Porter, and La Porte. These three counties are influenced by 
practices in Chicago, and all are under the jurisdiction of the Chicago 
regional office. 

A. J. Bocntcenmto, Acting Manager. 


VeTreRANS’ ADMINISTRATION CENTER, 

Jackson, Miss., September 30, 1957. 

To: Chief Benefits Director, VA Central Office, Washington, D. C. 
Subject: Secondary borrowing arrangements—RCS 26-45-S. 

1. This is in reply to your letter of September 17, 1957, concerning 
this subject. 

2. At this time there has been little use of secondary financing in 
this area. Only isolated instances have been brought to our attention 
where borrowers securing conventional financing are 1 required to make 
use of a second mortgage or similar secondary- -finane ing practice. 

3. For the most part, purchasers in our conventional market up to 
this time have apparently been in a position to furnish the required 
downpayment without resorting to a second mortgage. A large part 
of our conventional financing is being accomplished through the use 
of trade-in sales. For the most part, owners have suflicient equities 
in the home being traded to satisfy the downpayment required for 
their new purchase. 

4. We have watched the conventional market closely in this area, 
as we had heard of secondary-financing practices developing in other 
areas. At this time we do not feel that such practices are a matter of 
concern in the State of Mississippi. Most builders have geared their 
operations to the present financial situation, and few speculative 
homes are presently being built. Pressure for secondary-financing de- 
vices has, accordingly, not developed to the extent that it may have 
in other areas. 


W. R. Byrp, Acting Manager. 


VETERANS’ ADMINISTRATION, 
Loan GuarRAnty Division, 
Jacksonville, Fla., October 7, 1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits, 
Veterans’ Administration, Washington, D. C. 
Subject : Secondary borrowing arrangements—Reports control symbol 


26-45-S. 

In compliance with your request of September 17, 1957, for a report 
as to the types of secondary borrowing arrangements, our report, as 
summarized below, reflects an estimate of the extent and the nature 
of hp transactions inv olving conventional-mortgage financing : 

Approximately 75 percent of conventional speculative buil ling 
ious the utilization of secondary financing. This device is con- 
fined chiefly to dwellings which are sold in the $10,000 class. 
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The primary loans are generally made by Federal savings and 
ied associations to the extent of 70 percent of the association’s val- 
uation. The builder or developer completes the transaction by taking 
a second mortgage for 25 percent of the valuation, and 5 percent is 
paid in cash by the purchaser. Valuations are generally 10 percent 
higher than FHA or VA. 

3. Rate of interest on the primary, loan ranges from 6 to 6.6 per- 
cent : interest on secondary loan is the same. 

4. Period of amortization of primary loan is 12 to 18 years, but gen- 
erally averages 15 years. Secondary loans are mostly limited to 3 
years, and the maximum is 5 years. 

5. Marketability of secondary loan involves a discount of 10 percent 
per year. In other words, a 3-year secondary loan would be discounted 
at = percent, and 5 years, 50 percent. 

The use of an agreement for deed on the same terms as indicated 
ion is beginning to be utilized in the area of Pinellas County, and 
is accepted by a Federal savings and loan association where a 70 per- 
cent primary loan is made to ‘the builder, and the contract for deed 
involves the same rate of interest, i. e., 6 percent. We have no way of 
estimating the amount of transactions on contract or agreement for 
deed as compared with the general method of first and second mort- 
gages where title is passed to the buyer. 

_ Tom C. Davin 
(For V.S. Parker, Manager). 





VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Kansas City, Mo., September 26, 1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits, Vet- 
erans’ Administration Central Office, Washington, D. C. 
Subject: Secondary borrowing arrangements—RCS 26-45-S 
1. I have discussed this matter carefully with my loan-guaranty 
staff. 

2. Our officials have no facts or information that can be used as the 
basis for any definite statements on the subject of second-mortgage 
practices. 

3. Builders who sell their newly constructed houses with conven- 
tional financing do not diseuss the terms of such loans with our office, 
since there is no requirement that they make any report to us about 
those sales. Ordinarily, developers who sell with conventional loans 
do not submit their proposed projects to VA for approval or for ap- 
praisal of units. Therefore, we have had no means of accumulating 
data on secondary loans involved in conventional financing. 

4. We regret to inform that we have no definite information for 
the report. Our loan-guaranty officials express the opinion, however, 
that builders in this area are not engaging in the practices of accepting 
second mortgages in lieu of cash ps ayments in conventional-loan sales. 
They believe there are no lenders in the region to whom that type of 
investment could be sold, and their opinion is that none of the builders 


98420—57——-6 
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or developers would be able or care to carry the second mortgage as 
their own investments. 
Keiru W. Dancy, Manager. 


(Nore.—If at any time in the future you wish us to conduct even a 
limited private survey on this subject, we shall be glad to contact a 
representative number of builders and lenders and give you a further 
report. ) 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Little Rock. Ark.. October 7.1957. 

To: Chief Benefits Director, Veterans’ Administration Central Office, 

Washington, D. C 
Subject: Secondary borrowing arrangements—RCS 26-45 

1. Information available to our loan-guaranty staff indicates that 
secondary borrowing in connection with conventional financing of 
residential construction in Arkansas does not presently exceed 5 per- 
cent. Most national financing agencies doing business in this area 
require an initial cash investment from the ‘borrower-pureh: iser of 
from 25 to 3314 percent. A few mortgage brokers and local lending 
agencies report ‘a scatter ing of second mortgages behind first mortgage 
construction loans. 

These second mortgages are usually held by the builder or con- 
tractor. They are amortized monthly from 5 to 10 years at interest 
rates varying from the rates spec ified in the first mortgage to 614 per- 

cent. This second: ary financing, while probably increasing, has not 

yet become an established factor locally in marketing residential con- 
struction. The only secondary financing in whic han apparent in- 
crease has been observed involves the owner-seller’s equity in sales of 
existing property wherein the initial mortgage indebtedness is as- 
— »d by the purchaser. 

The terms of such second mortgages follow the patterns specified 
ets in connection with construction financing. 

JEROME F.. THompson, 
Acting Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE. 
Los Angeles, Calif., October 9, 1957. 
To: Chief Benefits Director, Veterans’ Administration Central Office, 
Washington, D. C. 


Subject: Secondary borrowing arrangements—Reports control sym- 
bol 26-45-S. 

1. There has been a very widespread and rapid increase in the use 
of secondary financing on home purchases where a conventional mort- 
gage or trust deed represents the primary lien. Many lenders who 
have heretofore followed a most conservative appraisal pattern are 
recognizing the actual prices at which properties change hands, and 
increasing their appraisal for mortgage purposes. They are not 
always increasing the amount of loan that they wish to make as the 
prior lien in the same ratio as the increase in appraisal. 
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The spread between an average selling price and the first lien is 
beginning to represent an amount beyond the reach of the average 
purchaser in the lower and middle price ranges, and, to some extent, in 
properties which are selling for $20,000 and upward. The automatic 
result of such a condition means a relatively small initial downpay- 
ment by the buyer, his execution of a first lien in an amount to conform 
to the first-mortgage lender’s policy, and a second-trust deed held by 
the seller. 

The situation varies from community to community, and even 
varies within the community, depending on public acceptance of the 
particular home and status of the general housing market. It appears, 
however, that, even in the best selling tracts, and in those with either 
Veterans’ Administration or FHA financing, conventional sales are 
being made with secondary-borrowing arrangements requiring even 
less cash than FHA downpayment requirements. ‘This applies to 
homes in most every price range, but is most prevalent in the $12,500— 
a 000 value grouping. 

The second trust deed trend is almost universally adopted in the 

in of individual existing houses whether or not they were originally 
in a tract development. Some local tracts have been selling new 
houses on a land sales contract, which usually calls for a moderate 
downpayment and a long-term balance, with te title remaining in 
the seller, or a “lease option” technique which involves either a very 
low, or in some instances, no downpayment, and calls for a relatively 
high rental, with a portion being applied to build up a downpayment. 
The portion applied to downpayment generally represents the differ- 
ence between the lessor’s costs for interest, taxes, and insurance, and 
the total amount of the monthly leasehold payment. When the aggre- 
gate of purchase option payments reach an agreed upon sum, “the 
lessee may exercise an option to acquire title. 

5. Local lenders who are willing to permit secondary financing con- 
current with the execution of their initial first lien are apparently 
satisfied that the total amortization payments are sufficiently with in 
the paying ability of the borrower, so that he still classifies as an 
- ce — able credit risk. 

There is no substantial present indication of an increase in the 
general default rate where secondary borrowing is involved, but any 
area payroll decrease carried out over a easonably long period of time, 
could materially and adversely affect m: _ buyers. 


L. C. CHarpman, Manager. 


VererRANs’ ADMINISTRATION ReGionaL OFFIcr, 
Louisville, Ky., October 2, 1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits, VA 
Central Office, W ashington, D.C. 
re : Secondary borrowing arrangements—RCS 26-45-S. 

The use of second mortgage financing has steadily 1 ine reased with 
aa gradual tightening of the money market and is prevalent in this 
area. It is estimated that ey 35 percent of conventional 
loans carr V sec ‘ond mortgages 
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Lending institutions normally will not lend more than two-thirds 
of on appr aised value on a conventional loan. Few purchasers have 
the amount of cash downpayment required; therefore, the seller or 
builder is taking a eke mortgage for the difference between the 
mortgage loan and the sales price of the property. 

3. The use of land sale contracts and contracts or bonds for deed are 
seldom used. A number of the local banks are making conventional 
improvement loans and accepting a second mortgage, where the home- 
owner’s equity in the property justifies an extension of credit, in lieu 
of making a title I FHA-insured loan where no mortgage is taken. 

4. The present cost of living has made it very difficult for the aver- 
age wage earner to accumulate the dow npayment required in connec- 
tion with conventional loans, resulting in the extended use of second 
mortgages to lower the initial equity required from the home buyer. 

Ray R. Apams, J/anager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Lubbock, Tex., September 26, 1957 
To: Chief Benefits Director, Veterans’ Administration, Washington, 
a. 
Subject: Secondary borrowing arrangements—RCS 26-45-S. 

1. It is the opinion of this office that a majority of the homes 
financed with conventional loans carry second mortgage financing. 
These second mortgages are being carried in varying “degr ees by the 
contractors, lumber companies, and realtors. They are sometimes sold 
to finance companies that deal in second mortgages with a high dis- 
count. 

In some cases a contract is furnished the lender showing a sale 
price greater than the actual cost to the purchaser, which is to effect a 
higher percent of conventional loan and result in a smaller cash down- 
payment. 

We have no knowledge of the number of homes that are being 
sold on contractor for deed. However, we are aware that houses are 
being sold in that manner in some cases. 


Roserr W. Sisson, A/anager. 


VETERANS’ ADMINISTRATION REGIONAL OFrFicE, 
Manchester, N. H., October 7, 1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits, Vet- 
erans’ Administration, Washington, D. C. 
Subject : Secondary borrowing arrangements. 

The subject matter has been discussed with the staff of the loan 
guaranty division and they advise that, to their knowledge, secondary 
borrowing is not prevalent in this area 

Ricwarp F. Wercu, Manager. 
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VETERANS’ ADMINISTRATION, 
Miami, Fla., October 9, 1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits, VA 

Central Office, W ashington, D.C. 
serps Secondary borrowing arrangements (RCS 26-45-S). 

Due to our inability to secure statistical data cone erning sec- 
wii ary borrowing, it is practically impossible to estimate with any 
degree of acc uracy the extent of this practice in connection with con- 
ventional financing within the Greater Miami area. However, we do 
have knowledge that builders financing on a conventional basis have 
been forced to resort to sec ondary mortgage arrangements to dispose 
of their properties. This has become an ‘increasingly common method. 

The amount of cash required of a prospective purchaser under 
conventional fin: ancing, usually 35 to 50 percent of the purchase price, 
forecloses the average buyer from securing a home, without benefit 
"a a second mortgage. 

. The type of secondary borrowing varies, being geared to the maxi- 
mum monthly payments possible within the pure haser’s income. 

(a) One type is amortized over a 3-year period at 8-10 percent in- 
terest. This is the type most desirable to the builder as the mortgage 
can usually be liquidated at a minimum discount of approximately 
25 percent. 

(5) Another type used, when the prospective purchaser’s income 
will not permit the large monthly payments required under (¢@), is a 
monthly payment of interest plus a small reduction in principle over 
a 3- to 5-year period at 8-10 percent interest, with the unpaid prin- 
ciple balance due and payable at maturity of the note. This so-called 
balloon second mortgage is probably one that Pe the greatest 
hazard to the average pureh: iser. The holder of this type mortgage. 
to liquidate under present conditions, would have to discount at 30-40 
percent. This precludes the possibility of the purchaser renewing 
the mortgage at maturity without considerable cost, if at all possible. 

(c) Another type which is rare compared to the number of second 
mortgages executed, are those where the builder is financially in a 
position to hold. This type is usually amortized in 10 years, or over a 
longer period. In some cases, for the same period as the first mort- 
cage, at 6-10 percent interest. 

(d) A contract for deed is also used to some extent, usually in cases 
bie oy: the prospective purchaser has a minimum of cash. 

The following figures compiled by the economic and research 
aap irtment of the University of Miami indicates the changing trends 
in financing of homes within the Greater Miami area (Dade County) 
over the past 4 years. 

Building starts 


[Percent] 


\ ‘ 
| VA commit- | FHA appli- Other (con- 
ment cation ventional) 

' 
| 


1954 | 59 99 

1955 } 53 | 99 | 

1956 31 25 
57 (ist 8 months 23 33 


> a bo bp 
~- oO 
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We believe a large majority of the 19 percent increase indicated for 
other than Government guaranty or insured financing over the past 
20 months involved some type of secondary borrowing arrangement. 


(For V.S. Parker, Manager). 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Milwaukee, Wis., October 7, 1957. 
To: Chief Benefits Director, Veterans’ Administration, Washington, 
D.C. 
Subject: Secondary borrowing arrangements (RCS 26-45-S). 
1. This will answer your letter of September 17, 1957, for a report 
on secondary borrowing. 

It is our opinion that secondary borrowing is used extensively 
in connection with the financing of residential construction with con- 
ventional loans in this area partic ularly metropolitan Milwaukee, 
Wis. The most prevalent devise is the second mortgage which in the 
case of some large builders is used on at least 50° percent of their 
sales. We also have knowledge of the use of land contracts in the 
following manner. The sales price of a home is $15,000, the pur- 
chaser makes a cash downpayment of $500, and obtains a first mort- 
gage loan of $11,000. The purchaser then immediately conveys title 
back to the builder subject to the mortgage and the builder then sells 
to the purchaser on a land contract for ‘the balance of $3,500 which is 
owing. The other method is to finance the original sale by land con- 
tract with a small cash downpayment. 

3. It is our belief that use of the various secondary borrowing de- 
Vises is growing and that trend will continue. 


A. G. Patmemr, Acting Manager. 


VETERANS’ ADMINISTRATION, REGIONAL OFFICE, 
Montgomery, Ala., September 26, 1957. 
o: Chief Benefits Director, Veterans’ Administration, Central Office, 
Washington, D. C. 
—— : Secondary borrowing (Reports Control Symbol 26-45-S). 
. In accordance with your letter dated September 17, 1957, con- 
cer a the above subject, ‘the following report is submitted. 

2. A great majority of the conventional fins uncing throughout the 
jurisdiction of this regional office is on the basis of maximum loan 
of 6624 percent of the appraised value or selling price. The minimum 
interest rate is 534 percent. However, during recent weeks more con- 
ventional financing is on the basis of 6 percent than any other figure. 
In isolated instances interest rate has been as high as 614 percent. 
The downpayments are 3314 percent. Practically all cases are on the 
basis of cash paid by the pure ‘haser at the time of closing. In a few 
isolated cases the builder takes a second mortgage in the amount of his 
profit to be amortized over a 5-year period, reduci ‘ing the downpayment 
in cash at closing by the amount of the builder’s profit. 
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3. In extremely isolated cases 1 lender is making conventional loans 
on the basis of 75 percent of the amount of their own appraisals. 
However, the amortization period is shortened considerably where 
this is practiced. Normally amortization schedules are 15 to 25 years; 
no cases are known that would exceed 25 years. However, there are 
a few schedules for a period of less than 15 years. 

4. We know of no instances in this State where land-sale contracts, 
contracts for deeds, or other devices seeking lower initial equity re- 
quired of the home buyer are being practiced. 

Nert R. Smart, Acting Manager. 


VETERANS’ ADMINISTRATION, REGIONAL OFFICE, 
Muskogee, Okla., October 1, 1957. 
To: Chief Benefits Director, Veterans’ Administration, Washington, 
D.C. 
Subject: Secondary borrowing arrangements—RCS 26-45-S. 

1. This is in response to your all-station letter of September 17, 
1957. 

2. From the information available to this office, it is believed that 
there has been a slight increase in secondary borrowing in connection 
with conventional financing of residential construction within the past 
year. 

3. It is believed that lenders are requiring about one-third cash 
downpayment but that only a relatively small portion of this down- 
payment comes from secondary borrowing. 

Menter G. Baker, Manager. 


VETERANS’ ADMINISTRATION, REGIONAL OFFICE, 
Nashville, Tenn., September 30, 1957. 
To: Chief Benefits Director, VA Central Office, Washington, D. C. 
Subject: Secondary borrowing arrangements—RCS 26-45-S. 

1. Your letter of September 17, 1957, has been discussed thoroughly 
with the loan guaranty officer of this station. He reports that to the 
best of his knowledge there has been some increase in second mortgage 
financing during the past 12 months. While this arrangement has 
not reached a proportion to form a pattern, there is some indication 
of low equity sales financed by conventional loans. 

KENNETH S. Crarr, Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Newark, N. J.. October 7, 1967. 
To: Chief Benefits Director, Veterans’ Administration, Wash- 
ington, D.C. 
Subject: Secondary borrowing arrangements—RCS 26-45-S. 
1. The office has received no information with respect to secondary 
borrowing arrangements being employed in connection with the 
financing of residential construction with conventional loans. 
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. It is the opinion of the staff of the loan guaranty division that 
if such arrangements are being employed, they are being employed 
to a very limited degree. 

H. W. Farmer, Acting Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
New Orleans, La., October 7, 1957. 
To: Chief Benefits Director, Veterans’ Administration, Wash- 
ington, D. C. 
Subject: Secondary borrowing arrangements (all-station letter, 
September 17, 1957). 


It is our impression that secondary borrowing arrangements 
are becoming increasingly prevalent in connection with the financing 
of existing properties in the conventional sector. However, in the 
metropolitan New Orleans area, we feel that secondary borrowing 
arrangements to assist in financing residential construction with con- 
ventional loans are minimal. There has been no overbuilding in this 
immediate area, demands having remained well in advance of the sup- 
ply of new housing. As a general statement, builders have not found 
it necessary to resort to the ti aking of a second mortgage in order to 
sell their houses. 

2. A study of mortgage records by the local office of Federal Housing 
Administration disclosed that second mortgages are being employed in 
approximately 16 percent of cases involving convent ional lending. In 
our opinion, such second mortgages relate almost entirely to existing 
property loans. The older house, lacking many of the amenities found 
In modern construction, is not as readily salable now as it was a few 
years ago. Sellers of such older properties in the metropolitan New 
Orleans area are finding it nec noes v in many cases to procure a second 
mortgage for a part of the purchase price. 

3. One instance has « cane to our attention in which a Lafayette, La., 
builder has obtained second mortgages in connection with a wavy 
large number of properties built by him. hat is the only instance : 
to which, to our knowledge, a builder has participated to any ieee 
ciable extent in sec ondary financing arrangements. 

4. Mortgage companies, probably because of investor policy, 
studiously attempt to avoid making conventional loans if secondary 
borrowing is involved. Of course, the fact of such secondar y borrow- 
ing sometimes is not known when the conventional loan is closed. 
The policy of savings and loan associations in this area varies. Some 
have no serious objection, provided they are apprised of the terms 
of the secondary arrangements and are confident of the borrower’s 
ability to repay both obligations. Others have knowingly permitted 
it in a few cases. Because savings and loan associations have an 
almost complete monopoly of the conventional loan business as it 
relates to the purchase of older properties in this area, it follows that 
this segment of the mortgage industry is more involved than any other 
with secondar y financing arrangements. And the point bears repeat- 
ing that the extent of secondary borrowing involving new construc- 
tion is negligible. 


S. J. Muturns, Acting Manager. 
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VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
New York, N. Y., September 30, 1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits, Vet- 
erans’ Administration Central Office, Washington, D. C. 
Subject : Secondary borrowing arrangements—Reports control symbol 
26-45-S. 

1. Reference is made to your letter dated September 17, 1957, sub- 
ject as above. 

The following plans concerning secondary borrowing arrange- 
ments on conventional loans have come to our attention within the 
past 2 months: 

The first plan is the use of second mortgages which are taken back 
by the builders. 

The second plan is an arrangement whereby the builder will take 
a junior participation in a first mortgage between the bank and the 
purchaser—for example, on a conventional loan a savings bank in 
this area may make a loan up to a maximum of $15,000, not to exceed 
80 percent of the appraised value. In an instant case, where the pur- 
chase price is $15,000 and the appraisal of 80 percent amounts to 
$12,000, the lending institution will make a first mortgage of $13,500 
to the purchaser and execute an assignment of $1,500 of this loan to 
the builder. This is similar to the plan on the old VA-FHA 505 
combination loans. This arrangement will make the builder a junior 
participant in the first mortgage to the extent of $1,500. The bank, 
therefore, has a legal 80-percent loan. 

As the purchaser makes his monthly payment to interest and princi- 
pal a portion of it is allotted to the 1 eduction of the 10-percent junior 
participation and the remainder to the lender’s 80-percent partici- 
pation. Periodically, or at a time when the loan is reduced to a point 
where the total loan balance represents 80 percent of the appraised 
value of the real estate, the builder receives from the lender his junior 
participation share in the loan. The bank then becomes the full holder 
of the mortgage loan. 

It has come to our attention that both of the foregoing plans 
are being discounted. We believe that although both plans are being 
utilized on a limited basis at the present time they will be expanded 
by builders in the event there is no change in the mortgage market. 

C.J. Retcnert, Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Omaha, Nebr., October 4, 1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits, Vet- 
erans’ Administration, Washington, D. C. 


Subject: Sec ondary borrowing arrangements (Reports Control Sym- 
bol 26—45-S ). 


An analysis of the 90 most recent sales reported by the multiple- 
Sealing exchange of the Omaha Real Estate Board discloses the fol- 
lowing: 

22 percent sold under land contract. 
8 percent included a recorded second mortgage. 
23 percent purchaser assumed the existing mortgage. 
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20 percent financed by convention loan only. 

13 percent financed by FHA mortgage. 

. It is believed that most of the properties sold under land contract 
are jianaandad A land-contract sale is necessary because the pur- 
chaser is unable to make a downpayment large enough to permit him 
to assume the existing mortgage. Thus, the land contract, in effect, 
is ee for a second mortgage. 

Based upon general information covering practically the entire 
Sti te the following opinions are presented : 

There has been a substantial increase in the number of pur- 
Pi who must obtain heavy personal loans to provide the neces- 
sary downpayments. 

(b) As a result of second mortgages, personal loans made to pro- 
vide downpayments, and land contracts, many borrowers are com- 
mitted to monthly payments which are excessive in relation to their 
respective incomes. 

(c) We find that many people are burdening themselves with ex- 
cessive repair contracts, which have the effect of endangering other- 
wise sound loans. 

Very truly yours, 

Cuester H. Grav, 
Loan Guaranty Officer. 


VETERANS’ ADMINISTRATION REGIONAL OFFIcE, 
Philadelphia, Pa., Septe mber 27, 1957 
To: Chief Benefits Director, Department of Veterans’ Benefits, Vet- 
erans’ Administration, Central Office, Washington, D. C. 


Subject: Secondary borrowing arrangements; your letter dated Sep- 
tember 17, 1957 (Reports C ontrol Symbol 26-45-S). 


A survey conducted among the members of the loan-guaranty 
sti at reveals the following ty pes of secondar y borrowing arrangements 
being employed in this area in connection with financing residential 
construction with conventional loans: 

(a) Builders are accepting second mortgages from prospective pur- 
chasers in part payment of the purchase price. 

(6) Promissory or judgment notes are being accepted as part pay- 
ment by builders. 

(c) Certain savings and loan associations who have a statutory 
lending limit of 80 percent of the appraised value of the property, 
and where the prospective pure haser has the equiv: alent of only LO 
percent of the purchase price, are requiring the builder to pure ‘hase 
stock in the association to the extent of 10 percent, which is held until 
the loan is reduced to the statutory limit. 

The above are loans that are not of the ordin: ary type of conven- 
tional lending and they prevail in very few instances insofar as we 
have been able to ascertain, but Saly in those cases where the builder 
is willing to accept this type of financing where the purchaser is unable 
to meet the required downpayment. 


Ronert W. Witson, Manager. 
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VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Phoenix, Ariz., October 4, 1957 
To: Chief Benefits Director, Department of Veterans Benefits, Vet- 

erans’ Administration, Washington, D. C. 

Subject: Secondary borrowing arrangements (RCS 26-45-S). 

1. Secondary borrowing in connection with homes sold by means of 
conventional financing arrangements does prevail in this area, how- 
ever, it would be difficult to accurately state the extent of such bor- 
rowing. It is our estimate that approximately 40 percent of conven- 
tional financing does involve some secondary borrowing. It is fur- 
ther estimated that 50 percent or more of new homes in all price 

categories are being sold in this State at the present time by means of 
conventional loans. 

2. A very common practice relative to sale of existing properties is 
to use an installment contract, even though there is an existing mort- 

gage on the property being sold. The buyer pays a relatively small 
lonieasene and the installments on his contract are sufliciently 
high to pay the mortgage loan payments and also to reimburse the 
seller for his equity in the property. Generally such contracts bear 
an interest rate from 1 to 2 percent higher than the mortgage loan on 
the property. A large percentage of homes sold through “multiple- 
listing exchanges will indicate that the owner is willing to carry a 
second mortgage if the purchaser cannot pay cash down to the exist- 
ing indebtedness. Apparently lenders in the area do not seriously 
obje ct to secondary financing even though the monthly housing cost to 
the buyer is rather high. 

3. A considerable number of builders are changing over to conven- 
tional financing because they are unable to obtain adequate mortgage 
funds under the FHA program for the reason that investors will not 
purchase FHA mortgages at the allowable discount. VA financing, 
of course, is coming to a rapid halt. In many of the smaller localities 
conventional financing is the only type available and it is not unusual 
for the borrower to pay an interest rate of 8 percent. There are, of 
course, many weaknesses in conventional loan financing involving 
proposed construction of low- to medium-priced homes. In many 
cases no arrangement is made by the builder for necessary street im- 
provements, including paving and sidewalks. No inspections are 
made during construction by qualified construction analysts, and there 
are no minimum construction requirements. Homes in a great num- 
ber of cases are of substandard construction which usually results in 
dissatisfied purchasers and high maintenance costs. 

To summarize the foregoing, we believe it safe to say that there 
is x definite trend toward conventional financing of home purchases, 
and from our own experience in analyzing credit of veteran pur- 


chasers, we do not believe that any great number of the buvers have 


the necessary cash to pay the difference between the purchase price 
and a conventional loan. It, therefore, becomes necessary to make 
the sale either by means of an installment contract at an excessive in- 
terest rate, or for the borrower to give a second mortgage to the 
seller as a part of the downpayment. It has been reported to us that 
some contractors discount these second mortgages as much as 50 per- 


cent in order to convert them into liquid assets. It would be difficult 
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to determine the exact extent of such practices without an extensive 
survey of the lenders and builders who are turning toward the con- 
ventional type of loan. 

Wayne A. Sannpers, J/anager. 


VETERANS ADMINISTRATION REGIONAL OFFICE, 
Pittsburgh, Pa., September 30, 1957. 
To: Chief Benefits Director, Veterans’ Administration, Central Office, 

Washington, D. C. 

Subject: Secondary borrowing arrangements (reports control symbal 

26-45-S). 

This will refer to your letter of September 17, 1957, relative to 
secondary borrowing in connection with conventional loans. 

We are of the opinion that, in this regional area, secondary bor- 
rowing to date is not a prevalent practice. This is attributed to a 
minimum of speculative building, the difficulty encountered in the sale 
of a mortgage in the secondary market where the records disclose a 
second mortgage, and lender resistance to financing a purchase where 
it is necessary for the mortgagor to supplement the required down- 
payment by a second mortgage or note to the builder or a third party. 
Consequently, while a variety of methods to promote sales are in 
scattered use, no definite pattern of general usage has emerged. We 
do feel, however, that high conventional downpayment requirements 
may, in the future, promote a wider usage of secondary borrowing or 
other methods to promote sales. 

5. Lenders in general are opposed to secondary borrowing in any 
form which to them, as experienced in the past, is an indication that 
the builder is approaching financial ruin, because such secondary 
paper is usually worthless. While the general rule prevails, various 
methods, of necessity, are used to dispose of properties whether prop- 
erly labeled as sec ondar y borrowing or not. To dispose of properties 
any of the following methods may be employed: 

(a) The builder-seller may take back a note or second mortgage and 
the lender may or may not be informed. This method may be em- 
ployed if the downpayment deficiency is not too large. Lender may be 
favorable to this type of financing if he has the construction mortgage. 

(6) A retention by the mortgagee of part of the mortgage proc ceeds 
as a deposit with the mortgagee. This deposit to be released to the 
builder when the required equity has been attained until which time 
the mortgagor may be required to pay a higher interest rate. 

(c) Land-sales contracts are utilized with a credit provision toward 
a downpayment. When accumulated credits are in sufficient amount 
for a downpayment, a conveyance is made and the purchase financed 
by a mortgage. The same results may be attained by a lease arrange- 
ment. Both methods contain some provisions for forfeiture of funds 
paid under stipulated circumstances. 

(7d) Mortgaging out: An inflated appraisal of the property value 
by the lender permits a reduced actual downpayment, yet establishes 
the required ratio or percentage required between the loan and the 
property value. The difference, with actual downpayment, is re- 
flected as the required downpayment. 
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(e) Where a group of homes are involved, the builder may obtain 
a long-term blanket mortgage and lease the properties to prospective 
pure hasers. The lease will contain provisions for accumulating 
credits against a downpayment on an option to purchase in the lease. 
When the accumulation is sufficient, independent financing is obtained. 
The lease usually contains varied clauses for disposition of any 
= its considered in form other than rent. 

A review of the enumerated financing arrangements would seem 
to ‘indie ate that the financial stability of the builder and/or his con- 
nection with a particular lending institution are factors as important 
as the purchaser’s credit stability in the selection of the method em- 
ployed and if merchandising methods of this type are to be used to 
advantage. 


A. R. Guyer, Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Portland, Oreg., September 27, 1957 
To: Chief Benefits Director, Veterans’ Administration, Central Office, 
Washington, D.C. 
Subject : Secondary borrowing arrangements. 

1. Reference is made to your ASL of September 17, 1957, subject 
shown above. 

2. In this area it is a common practice for the builder to obtain an 
FHA or conventional construction loan and at completion for the 
purchaser to complete the purchase by cash, FHA, VA, or conven- 
tional “take out” loan. We also know of a number of cases where the 
homes have been constructed under the builder’s conventional con- 
struction loan and are slow in moving and builder will sell to pur- 
chasers under a land sales contract with a minimum dow npayment, 
subject to the contract being reduced to the amount of builder’s con- 
struction loan. In such cases usually the interest rate is 6 percent on 
both the construction loan and the land sales contract. In the latter 
cases such practices are usually the exception rather than the rule 
and such practice is adopted only where properties 4 are slow in mov- 
ing into firm hands after completion. In this area, builders, gen- 
erally, are proceeding with caution with limited st: “ and preselling 
before construction commences, or immediately thereafter. 

While your letter requests a report concerning the secondary 
borrow’ ing being employed only with financing residential construe- 
tion with conventional loans, it is felt advisable to re port on the types 
of financing employed in connection with purchase of existing homes. 
Records in this office indicate approximately 43 percent of all exist- 
ing homes are being purchased under a land sales contract. In this 
connection it is interesting to note the type of financing employed in 


the sale of 823 properties, as prepared by the Portland Multiple List- 
ing Bureau: 


Percent | Percent 
RMU: GEIS COMETOCT 66555 ccc SE ee a atten eee 21 
Conventional_.................... 1§/Teadsein..... Scobie slice cabadtacgt 3 
On cre er at ee eed Fb MRI ie ON li ccecnsectinic des dees 1 
VA QUGtGnN00C8 cic «(SPR a eee 8 


+. It is learned that where sales are negotiated snilies a land sales 
contract the downpayment made by the purchaser ranges from a 10 
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percent maximum to less. It is also learned that sales negotiated 
under a land sales contract are usually at inflated prices, or on mar- 
ginal properties (not meeting the st: undards required by an FHA or 
“GI” lender.) Ina typical case, the property sold for $10,000, with 
a downpayment of $1,000 and the balance of $9,000 payable in 1114 
years, at 6 percent. In this case, the holder sold the contract at a 
15-percent discount. In cases where the balance of the contract 
is payable in 16 to 20 years, discounts range up to 22 percent, de- 
pending upon the type of property and amount of downpayment, 
and as high as 30 percent or more upon longer maturities and mini- 
mum downpayments. Generally speaking, it is the practice of sellers 
under land sales contracts to negotiate sales at inflated prices and to 
discount such contracts at the current cash market of such property. 
Wa. bB. Nevinie, 
Acting Manage 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Providence. R.1.. October 1.1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits, 

Veterans’ Administration Central Office, Washington, D. ( 
ag Secondary borrowing arrangements (RCS 26—-45-S). 

The practice of secondary borrowing in order to obtain conven- 
Sonal financing does not appear to be unduly prevalent in this area. 
From general knowledge on the subject, it is estimated that reputable 
builders rarely resort to the taking back of a second mortgage in order 
to dispose of new construction by conventional financing. Second- 
mortgage notes have been taken in rare instances where the credit and 
financial ability of the purchaser was above question and the builder 
wished to afford him the benefit of conventional financing at rates 
below current FHA levels. The only reported instances known to this 
amie e involved properties selling at about or over $20,000. 

It has come to the attention of this office, however, that a some- 
aa different financing method has been employed by at least one 
builder in the State. This builder has obtained from the lender its 
maximum loan figure with respect to the purchaser involved and then 
gu aranteed the difference up to the maximum loan figure authorized 
by law by depositing a sum with the lender, at interest, until the loan 
has been reduced to the level acce ptable to the lender without guaranty. 
For example, if a lender established a loan limit of $7,000 on a $10,000 
purchase, despite a maximum loan of $9,000 permissible by law, the 
builder would deposit $2,000 at interest, as a guaranty to the lender 
for a maximum loan of $9,000 repayable by the purchaser. When the 
loan principal would have been reduced to $7.000, the builder’s deposit 
would be released and his “guaranty” canceled. 

3. Builders have not found it particularly difficult to obtain con- 
ventional financing and they are generally successful in selling to 
purchasers with a sufficient downpayment to satisfy the lender’s re- 
quirements. It would appear that, where downpayments have been 
inadequate, builders have prevailed on lenders to accept FHA financ- 
ing in those instances where the VA rate was considered wholly 
unacceptable. 
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. With respect to the particular information sought by the Rains 
cumin there would appear to be no flagrant abuse of secondary 
financing in the Rhode Island area 

| Joun L. Reavey, Manager. 


VETERANS’ ADMINISTRATION CENTER, 
Reno, Nev., Se pte mober 30, 19857. 
To: Chief Benefits Director, Department of Veterans’ Benefits, Vet- 

erans’ Administration Central Office, Washington, D. C. 
Subject: Secondary borrowing arrangements (RCS 26—-15-S). 

The letter of the chairman, Subcommittee on Housing, Commit- 
tee on Banking and Currency, House of Representatives, dated Sep- 
tember 9, 1957, has pointed out a problem which is a matter of deep 
concern for our office, not that it presently affects the Veterans’ Ad- 
ministration nor = veterans to whom loans are being made, guaran- 
teed, or insured, but for the reason that the financing methods being 
utilized in this locality are setting up a pattern which may possib ly, 
if continued, lead to a catastrophic situation. 

2. Ap yproximi itely 35 percent of conventional sales for existing 
homes in this region are presently being financed under land-sale 
contracts with extremely high interest rates and terms of repayment 
on the unpaid balances. Of the remaining existing home sales, ap- 
proximately 15 percent of these are sold with second mortgages behind 
the first deed of trust. There are a relative ‘ly minor number of con- 
ventionally financed existing homes, which in addition to the first deed 
of trust, have second and also third mortgages. Approximately 35 
percent of all existing homes have cash downpayments to the loan 
amount. 

Oo. P ropos sec construction loans, conve ntion: ally finane ed, are becom- 
Ing a major problem in that approximately 40 percent of these units 
have a second mortgage behind the first. In addition, between 10 and 
15 percent have a third mortgage behind a first and second. These 
second oN third mortgages are at high discounts and interest rates 
and because of the limited maturities could present a serious situation 
in the event of any type of economic recession. 

1. It is readily apparent that situations of this type, where credit 
has been extended beyond normal capabilities of purchasers, may, if 
continued, lead to a very serious condition which can exert an ex- 
tremely detrimental effect on the stability of all real estate, including 
Veterans’ Administration loans. 

D. M. Suw’ , Manager. 


VeTERANS’ ADMINISTRATION REGIONAL OFFICE, 
Roanoke. Va.. October 4, 1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits, Vet- 
erans’ Administration, Washington, D. C. 
Subject: Secondary borrowing arrangements. 

1. In response to your letter of September 17 with copy of letter 
from Albert Rains, chairman, Subcommittee on Housing, our Loan 
Guaranty Office has made the following observations for your opinion 
survey in connection with secondary financing. 
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. Mortgage money in the State of Virginia has become very scarce 
for FHA loans. The State director has indicated that they have an 
increase in the month of September of approximately 300 applications 
over that of August. They are disappointed in the slight increase 
since the housing bill liberalized financ ing arrangements under FHA. 
This bill has failed to make mortgage money available through this 
medium to the extent it was anticipated. 

Under conventional lending, there appears to be adequate money 
xvili ible with one-third downpayment with an interest rate varying 
from 514 to 6 percent and in most cases 584 percent on 20-year loans. 
One type of institution has indicated that since borrowers do not have 
the required downpayment they are permitting the seller of the prop- 
erty to purchase shares in an amount equivalent to the amount re- 
quired as a downpayment, and these shares must remain with the in- 
stitution until such time as the loan is paid down by the borrower 
where the risk becomes minimized. The number of second mortgages 
being made is negligible. At this time, discount rate is very “high 
while under the State statute the interest rate on the mortgage itself 
cannot exceed 6 percent. 

4. We are informed as a result the present conditions in mortgage 
financing, at this time, have prevented willing buyers from going 
ahead with their plans. 

In discussing matters of this nature with many builders around 
the State, it is apparent that the starts are down about 40 percent 
against those of a year ago. The few second mortgages that are now 
being made, we are told, are through private individuals rather than 
lending institutions. There are no controls on discount rates. These 
second deeds of trust vary between 10- and 12-year maturities. The 
_ al yield proves profitable to the investor of second mortgages. 

If you should desire more detailed information in connection 
with the secondary market, we shall be pleased to make a further 
study in an effort to be of assistance to you. 

WituraM J. Powers, 
Acting Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
St. Louis, Mo., October 1, 1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits, 

Veterans’ Administration, Washington, D.C. 
wea : Secondary borrowing arrangements. 

This is in reply to your letter of September 17, 1957, concerning 
sec pr ary borrowing arrangements being employed in financing resi- 
dential construction with conventional loans. 

The tightened mortgage market has caused some builders to re- 
sort to conventional financing in order to effect sales, conventional 
loans being the only adequate source of funds available to them. 
Other builders are using conventional financing where possible to 
avoid having to pay “discounts” for guaranteed or insured loans. 

Most common type of secondary borrowing i is by builder-seller 
taking back a second deed of trust for 3 to 5 years with the interest 
rate being approximately one-half of 1 percent more than that charged 
on the primary loan. Some few cases are evidenced by promissory 
notes. 











SECOND MORTGAGE PRACTICES 89 


4. It is extremely difficult to estimate with any degree of accuracy 
the extent to which this is being done currently; it is quite limited, 
perhaps amounting to 2 to 3 percent of sales of new housing. It ap- 
pears quite evident, however, that the practice is becoming an increas- 
ing factor in today’s market and could grow in volume. 

Another practice followed by some lending institutions is one 
th: at does not entail a promissory note or second deed of trust from 
the purchaser but a holdback from the builder-seller. Under this 
method, to reduce their loan exposure, the lender disburses all but, say, 
10 percent of the loan proceeds to the builder-seller and holds the 10 
percent until the loan is reduced that much or an agreed lesser amount 
and then disburses the holdback to the builder-seller. Should default 
and loss occur the lender may use the holdback to offset or reduce the 
loss. Some lenders using this plan will disburse a portion of the hold- 
back to the builder-seller periodically as the borrower makes repay- 
ment in heu of retaining the entire holdback until the loan has been 
cor respondingly reduced. 

6. In summary, secondary borrowing on new housing sales today 
is still limited but does : appear to be on the increase although not to 
an alarming degree at this time. 


J. F. Ketiey, J/anager. 


VETERANS’ ADMINISTRATION, 
ReGIONAL Orrice (Forr SNELLING), 
St. Paul, Minn., October 4, 1957. 
To: Chief Benefits Director, Veterans’ Administration Central Office, 

Washington, D. C. 

Subject: Secondary borrowing arrangements (reports control symbol 

26 45-S). 

The information submitted is based upon a careful evaluation 
of the financing arrangements employed in Minnesota, particularly 
in the metropolitan areas of Minneapolis and St. Paul. 

gorau is a sharp increase in secondary financing noted recently 
in ‘this ar Builders are selling on contract for deed with interest 
of 61% to 7 bedi demanded; most of larger builders retaining con- 
tracts. The sale price usually averages $1,000 greater than cash sale; 
however, builders who are not able to carry contracts for deed are sell- 
ing properties at prices high enough to include all or part of the pre- 
vailing discount of 25 to 35 percent. The overall ores in contract 
for deed transactions by builders-sellers is to attempt to get cash down- 
pi xyment equivalent to the : amount of the secondary financ ing. 

. With regard to GI financing, activities have been confined to : 
bars ge extent to completion of commitments contracted a year or more 
ago. A source that has participated in the GI program over the 
years has now established a policy to make GI loans only to veterans 
who have maintained a savings account with them for at least a 6 
months’ period and are in a position to make a 20-percent cash down- 
p: a 

A practice in this area which is becoming general with regard 
to the sale of properties upon which there is a GI mortgage is for the 
purchaser to buy on contract and assume and agree to pay the GI 
mortgage. This sort of transaction is reported to be distasteful to 


98420—57——-7 
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lending institutions, because it is felt the buyer has usually over- 
extended himself and continuously defaults the installment payments. 

The current average interest rate on conventional first mortgages 
is 53) percent (on prime loans) to 6 percent. Amount of loan based 
on 6624 percent of sales price or aides appraised value, whichever 
is lower. 

There appears to be plenty of money available for investment 
purposes; however, many investors favor municipal revenue bonds, 
tax exempt, yielding 5 percent. These bonds seem to be preferred 
over discounted FH A-insured loans for reason that the cost of posting 
and other expense versus municipals offset the approximate 51,4 per- 
cent net return on FHA’s (after payment of one-half of 1 percent to 
correspondent and like amount for insurance). One source recently 
informed this office “the only reason they continue to buy real estate 
mortgages is to keep their correspondents in business.” 

FNMA’s at 4.7 percent and Federal home-loan bank’s presently 
at 4.6 percent are considered to be very attractive. 

H. W. Farmer, Acting Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
San Antonio, Tex.. October 4, 1957. 
To: Chief Benefits Director, Depatrment of Veterans’ Benefits, VA 
Central Office, Washington, D. C. 
Subject: Secondary borrowing arrangements. 

1. In answer to your inquiry, we have reviewed available informa- 
tion in addition to the expressed views of members of our Loan 
Guaranty Staff. 

Generally secondary mortgages on home loan transactions are 
confined primarily to the more expensive properties in $25,000—-$50,- 
000 price range. In such instances a secondary mortgage is taken 
only when the cash equity is substantial to the point where the seller 
could afford to reacquire the property in case of default and protect 
~ interest therein. 

. In this region because of the many military and naval installa- 
tines there are many resales of veterans’ homes, due to reassignments 
or discharges, to assumptors or subject to the primary guaranteed 
mortgage. In our opinion, many equities are si with partial cash 
payments and open notes or short-term second mortgages taken for 
the balance of the equity transaction. Without the benefit of running 
the various recording records in the various cities within our region, 
it is our opinion that very few of these mortgages are ever recorded. 
In the absence of any lawsuits related to suc ch transac tions, there is 
little evidence of any impact that might undermine the overall estab- 
lished mortgage lending standards. 

4. We might also call to your attention that under Texas law most 
foreclosure actions are concluded under power of sales, as provided in 
the deed of trust, by the designated trustee, and are completed in a 
period of 21 days after posting of the sale. Under this system it 
affords practic ally no protection to a second-lien holder unless suf- 
ficient equity justifies such lien holder to bid the property in for cash 
if he is financially able to take such action. Pistests, + a second lien 
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where only a small equity is involved is no better than the moral and 
financial responsibility of the mortgagor. This, no doubt, has a 
restraining influence upon such practices. 

D. F. Peppers, Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
San Diego, Calif., September 26, 1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits, VA 
Central Office, Washington, D. C. 
Subject: (RCS 26-45-S) secondary borrowing arrangements, San 
ene Calif., area. 


The practice of secondary borrowing arrangements with con- 
oa ional financing is quite prevalent in the San Diego area. This is 
especially true on initial sales and resales of existing homes. The 
practice in those instances probably is followed in 75 to 85 percent 
of the cases. On new construction the practice is probably followed 
in ae to 75 percent of the cases. 

. From our experience with this type of financing we would judge 
that about 50 percent of the difference between the sales price and 
the amount of the loan is covered by secondary financing. The seller, 
in order to obtain cash, will discount the second loan at a rate varying 
from 15 to 30 percent. There have been instances where sellers 
claimed they took a 50 percent discount in order to liquidate the second 
deed of trust. 

The interest rate on these secondary loans are usually slightly 
beatae than the rate on the primary loan. Most loans mature within 
5 years, and in many instances require a large balloon payment at that 
time. 

High employment, industrial expansion, et cetera, with a re- 
sultant housing shortage, and less available funds for FHA and GI 
financing have fertilized a continuing growth of secondary financing 
in the San Diego area. 

Bens. Rypzewsxt, Jr., Loan Guaranty Officer 
(For Loryn E. Kopan, Acting Manager). 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
San Francisco, Calif., October 8, 1957 
To: Chief Benefits Director, Veterans’ Administration, Washington, 
D.C. 
mers : Secondary borrowing arrangements (RCS 26-45-S). 
The following report is submitted as requested in your letter of 
Sapte mber 17, 1957, with enclosures, concerning secondary borrowing 


arrangements which are being employed in connection with financing 
residential construction with conventional loans. 

2. I am informed by our Loan Guaranty officer that there has been 
a substantial increase during the past 2 years in the amount of sec- 
ondary borrowing in connection with the sale of residential construc- 
tion with conventional loans. Second mortgages are the practice 
rather than the exception in the sale of existing homes throughout the 
San Francisco Bay area and northern California. 
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3. Staff members of our Loan Guaranty Division who have occasion 
to come in close contact with realtors, lenders, builders, mortgage 
brokers and others, advise me that approximately 60 percent of all 
conventional home loan transactions in this area carry a second mort- 
gage, and sometimes a third mortgage, behind the first mortgage. 
The foregoing, I believe, can largely be attributed to the inc reasingly 
tight mortgage money market that has affected this area during the 
past 2 years. 

4. The going interest rate on conventional first mortgage loans m 
this area presently ranges from 6 to 7.2 percent depending on the 
quality of the mortgage. Quality is determined by location of the 
property, type, age, neighborhood characteristics, racial influences, 
and financial standing of the borrower. The interest rate on second 
mortgages varies generally from 6 to 7 percent; however, purchasers 
of second mortgages, due to the risk involved, in most cases expect 
a net yield of at least 10 percent, which means that the second mort- 
gage is purchased at a substantial discount. Second mortgages are 
c commonly discontinued up to 50 percent. 

. The increase in secondary borrowing has created a flourishing 
~ siness for mortgage brokers, realtors, and others who deal in second 
mortgages primarily or as a sideline. I am informed that there are 
at least five establishments in the San Francisco Bay area who post 
their offerings on boards for their clients to view, similar to a stock 
ig house. 

Very few second mortgages are involved initially in the finance 
bea homes with VA guaranteed or insured loans. Secondary financ- 
ing, however, is involved to a great extent with so-called G. I. resales. 
The veteran purchaser acquires a home financed with a G. I. loan, and 
later sells the home, taking some cash and a second mortgage for ys 
equity. The second, in some instances, is held by the seller and i 
many instances is sold and discounted for whatever cash it will bring. 

The average maturity of second mortgages ranges from 5 to 12 
years and frequently involves substantial monthly payments that 
work a hardship on the mortgagor. U nemployment or illness could 
readily place the mortgagor in a precarious position, as many second- 
mortgage holders would promptly foreclose to protect their interests 
and would not extend the normal forbearance that banks, life insur- 
ance companies, and savings and loan associations extend under such 
circumstances. 

8. Secondary financing is seldom concerned with tract developments 
in a area, which are financed almost 100 percent VA or FHA. 

In summary, we feel that the substantial increase in secondary 
Mhedecib in this area has not as yet reached alarming stages. How- 
ever, we do feel that it is an unwholesome situation that will probably 
continue to flourish and grow as long as the present extremely tight 
mortgage money market prevails. 


J.C. Corpirr, Manage r. 
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VETERANS’ ADMINISTRATION CENTER, 
San Juan, P. R., September 26, 1957. 
To: Chief Benefits Director, Veterans’ Administration, Washing- 

ton, D.C. 
re Secondary borrowing arrangements. 

Reference your all-station letter dated September 17, 1957, same 
subject 

We are happy to report that, to our knowledge, there has not 
been any type of secondary borrowing arrangement made in connec- 
tion with the G. I. loan program in this area. 

3. Lenders are rather conservative, and while there is adequate 
long-term mortgage money available for conventional loans, there 
is hardly a secondary market. 

J. Serra-CuHavarry, M. D., 
Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Seattle. Wash.. October 2, 1957 
To: Chief Benefits Director, Veterans’ Administration, Washing- 

ton, D.C. 

Subject: Secondary borrowing arrangements (RCS 26—45-S). 

1. Reference your letter September 17, 1957, same subject. 

2. Some secondary financing exists but we are in no position to 
give its extent with any degree of accuracy. Information available 
to the Loan Guaranty Division indicates it is not widespread and 
does not create a general problem. 

There are three types in use with which we are familiar. Some 
builders have been able to find private investors willing to carry (@) 
a second mortgage for the unpaid balance, and () equity financing 
for the purchaser in the form of a real-estate contract for the unpaid 
balance over the first mortgage. Some builders have arrangements 
whereby the maximum mortgage and downpayment leaves an unpaid 
balance equal to the builder's overhead and profit. This he carries 
in the form of a real-estate contract to be refinanced sometime after 
| ee 

Many small builders cannot afford to carry contracts themselves. 
In pore to stay in business they resort to any type of financing that 
will keep them operating. Since secondary financing was one of the 
principal causes of the collapse of the mortgage m: arket in the early 
1930's, the lenders are loath to admit that these practices exist. 

5. I hope this information will be helpful in answering your con- 
gressional inquiry. 


L. H. Hatz, Manager. 
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VETERANS’ ADMINISTRATION CENTER, 
Shreveport, La., October 7, 1957. 
To: Chief Benefits Director, Veterans’ Administration Central Office, 
Washington, D. C. 
Subject: Secondary borrowing arrangements. 

1. Reference is made to your letter of September 17, 1957, requesting 
information on secondary borrowing arrangements in connection with 
financing residential construction with conventional loans. 

28. A brief survey was made with the leading mortgage loan brokers 
and we found that only in rare instances is a second mortgage used 
to obtain money for the downpayment on a conventional loan. We 
found that second mortgages are used in some cases where properties 
are sold and the mortgage indebtedness is assumed by a second party. 
This usually represents the sales commission of the real-estate broker 
or the profit which the seller has accrued in the sale of the property. 

3. We do not believe that secondary financing is a problem in this 
area. 

4, Reports ¢ ‘ontrol Svmbol 26—-45-S is assigned to this report. 

Frep Zarpoww, Acting Manager. 


VETERANS’ ADMINISTRATION CENTER, 
Sioux Falls, S. Dak., October 4, 1957. 
To: Chief Benefits Director, Veterans’ Administration Central Office, 
Washington, D.C. 
Subject: Secondary borrowing arrangements—RCS 26—45-S. 


1. Evidences of secondary borrowing have been watched very closely 
by this office and it is not believed that there exists any problem as of 
this date. Some 2 years ago the practice was employed by two builders 
and some difficulty encountered. Both builders are now out of the 
building game entirely. The matter has been discussed with the banks 
and building and loan associations in our area and we have been in- 
formed that it is not their practice in any instance to accept transac- 
tions where part of the purchasse price or construction cost is financed 
with a secondary loan. One builder did inform us that occasionally 
a small personal loan is made to a borrower who needs some additional 
cash to meet the downpayment requirement of FHA. He stated that 
this borrowing is held to a small amount and is sometimes secured by 
personal property but the mortgage is not usually recorded. 

2. There is some evidence of sales by contract for deed. These are 
usually handled by real-estate brokers rather than by lending institu- 
tions. Many of these transactions are not made a matter of record. 

3. This phase will continue to have our attention and you will be 
advised of any change in the situation. 


R. H. Bunt, Acting Manager. 
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VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Syracuse, N. Y., September 30, 1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits, 

Veterans’ Administration Central Office, Washington, D. C. 
Subject: Secondary borrowing arrangements—RCS 26-45-S. 

This refers to your letter of September 17, 1957, subject same as 
above. 

2. As a whole, lenders in this region have not been in favor of 
borrowers giving second mortgages thereby reducing the initial 
equity in the security. We know that many lenders in the area and 
believe that many more require a borrower to state on his applica- 
tion whether secondary financing is antic ipated. They further check 
the financial information to insure there is sufficient cash or equival- 
ent to permit the required downpayment. 

3. In relatively few instances, however, lenders have permitted 
second mortgages to cover part of the downpayment if the borrower's 
income is sufficient to cover both mortgages. This is pi irticularly true 
when the borrower has investments he desires to retain. 

t. In our region there is a heavy transfer of personnel from one 
plant in one city to a plant of the same company in another city. 
Particularly since the elimination of GI loans, due to the interest rate, 
real estate transactions have slowed considerably. In a number of in- 
stances, transfers of employment became effective before the employee 
could sell his home at the former location. In some such instances, 
the builder or seller has taken back a small short-term second mort- 
gage. These are usually demand mortgages or for a term of 1 year 
or _ and are usually paid off within 3 to 6 months. 

. Further, since the tightening of the real estate market, more and 
more people are a forced to permit assumption of their mortgages. 
In many such cases, the new purchaser does not have the full dif- 
ference between the sale price and the amount remaining on the mort- 
gage. The seller takes back a second mortgage for part of this dif- 
ference. It is the only way the property can be sold within a reason- 
able length of time. The lenders are not aware of the second mort- 
gage until after the transfer of title is complete. 

. Except for a small section in the southernmost part of our 
region, land sale contracts are not prevalent. In this small area, land 
sale contracts have increased in the past few months. This applies to 
both new and exist ing homes. 


Groree F. Haverty, Manager. 


VETERANS’ ADMINISTRATION CENTER, 
Togus, Maine, October 7, 1957. 
To: Chief Benefits Director, Veterans’ Administration, Washington, 
a €2 

wes : RCS 26-45 

It is my understanding, from information supplied by a few 
anal itive lending institutions in this area, that secondary bor- 
rowing in connection with financing of residential construction with 
conventional loans is a minor problem. 
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2. Most lenders apparently refuse to accept a mortgage loan if it is 
determined prior to closing that any required equity payment is to be 
handled in this manner. 

As a matter of fact, I do not believe, as the result of my contacts, 
that any extended survey of lenders in this area would produce 
evidence to the contrary. 


M. L. Sropparp, Manager. 


VETERANS’ ADMINISTRATION CENTER, 
Waco, Tex., October 2, 1957. 
To: Chief Benefits Director, Veterans’ Administration Central Office, 

Washington, D. C. 
re Secondary borrowing arrangements—RCS 26-45-S. 

As requested in your letter of September 17, the following in- 
iaae ation is submitted on the various arrangements used in connec- 
tion with secondary borrowing on conventional loans in this area. 

There are several types of secondary borrowing employed by 
various lenders and individuals in financing conventional loans. The 
arrangements most commonly used are second liens, unsecured notes, 
land sales contracts, and the purchase of savings and loan association 
stock. 

We know of only a few lending institutions that will consider 
any type of financing, whether conventional or otherwise, if it is 
known that a second lien is being taken by anyone in connection with 
the sale of the property. Those few who will make a conventional 
loan, knowing that a second lien is to be retained by the seller or 
builder, require submission of all the information on the second lien 
so that it can be taken into consideration in their credit analysis in 
determining the borrower's ability to make the required monthly 
payments on both liens. The use of second liens is very prevalent in 
connection with equity sales which may be frowned upon by the mort- 
gagee but over which he has no control. 

4. We have heard of instances where the seller or builder takes 
an unsecured note for a portion of the sale price, realizing the borrower 
would be unable to obtain a loan if a second lien is retained. Usually 
the amount of this type of secondary borrowing is small and is not 
brought to the attention of the mortgagee. 

Land sales contracts are used by some builders or sellers in con- 
nection with the sale of properties acquired through trades. If the 
seller is unable to obtain a satisfactory loan commitment on the prop- 
erty he took in on the trade, he will sell it on a contract with a very 
small downpayment and hold the contract himself. 

The savings and loan associations have a plan of secondary 
financing on conventional loans which is commonly referred to as the 
purchase of stock. In this type of borrowing, if the purchaser is 
unable to make the required cash downpayment, the association will 
make the loan if all other criteria are met, provided the builder or 
seller purchases stock in their association of an amount equal to the 
difference between the downpayment being made and the downpay- 
ment required. This stock must be pledged as additional security 
for the loan. The stock cannot be withdrawn in full until the prin- 
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cipal of the loan is reduced by an amount equal to the amount of the 
stock purchased and pledged as additional security. 

I would estimate that some form of secondary borrowing is em- 
shoved in connection with approximately 30 percent to 35 percent 
of all the conventional loans now being made in this area. 


Gerorce T. McHanan, M. D., Manager. 


VETERANS’ ADMINISTRATION, 
Vererans’ Beneritrs OFFicer, 
Washington, D. C., October 10, 1957 
To: Chief Benefits Director, Veterans’ Administration, Washington, 


D.C. 
Subject : Secondary borrowing arrangements—Report control symbol 
26—-45-S. 


1. On new homes conventionally financed, some builder-sellers are 
able to obtain first mortgage commitments for 75 percent of their sales 
price and the 25-percent balance in cash from their purchaser. 

2. In most instances, on conventionally financed new home sales, 
first mortgage commitments of 6624 percent of the sales price or the 
mortgagees appraisal, whichever is less, are prevalent. The purchaser 
pays from 15 percent to 25 percent in cash and gives the seller a second 
trust at 6-percent interest calling for payments over a 5-year period 
at $10 per thousand with “the ballooned” balance due at the end of the 
5- year per lod. 

3. In one instance a builder in nearby Maryland has sold a number 
of homes under the so-called California plan. The builder obtains a 
small downpayment and sells the property to the purchaser under a 
contract for deed. Payments under this contract over the first 5 years 
are very high. At the end of that 5-year period the debt will have 
been curtailed to a figure that can be refinanced with a first trust and 
the deed will pass to the vendee. 

4. In the case of used houses conventionally financed, first mortgage 
commitments vary according to the location and type of the security 
property from 60 percent to 75 percent of the lender’s appraisal. The 
seller obtains as much cash as he can from his purchaser and takes 
back a 6-percent second trust for the balance. In very few cases is 
the seller able to get all cash above the first trust. 

V.S. Garrett, Manager. 


VETERANS’ ADMINISTRATION, 
White River Junction, Vt., October 3, 1957. 
To: Chief Benefits Director, Veterans’ Administration Central Office. 
Washington, D. C. 
Subject : Secondary borrowing arrangements—Reports control symbol 
%6—-45—S. 


1. Secondary financing has not been prevalent in this area. Ap- 
proximately 10 percent of the transactions which are financed con- 


ventionally by lending institutions have various types of secondary 
borrowing involved. 
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There are two developers in this area who build and sell inferior 
oes (saaithine VA nor FHA approved) and do take second mort- 
gages. These mortgages amount to approximately one-third of the 
sale price of the property, are usually amortized, and are written at 
5- or 6-percent interest. Each developer builds and sells approxi- 
mately 10 houses per year. 

Cuaries L. Jacoss, Manager. 


VETERANS’ ADMINISTRATION CENTER, 
Wichita, Kans., October 7, 1957. 

To: Chief Benefits Director, Department of Veterans Benefits, Vet- 

erans’ Administration Central Office, Washington, D. C. 
Subject: Secondary borrowing arrangements—Reports control 

symbol 26-45-S 

In your letter of September 17, 1957, you requested report in 
duplicate based on facts available to this office and our loan-guaranty 
staff concerning secondary borrowing arrangements which are being 
employed in this area, in connection with financing residential con- 
struction with conventional loans. 

2. Such arrangements are being quite generally used in this area 
especially on existing construction, due to the inability of the average 
purchaser to pay in cash, all or a portion of the downpayment repre- 
senting the difference between the conventional loan and the purchase 
price of the property. To effect sales, the seller/builder carries back 
the portion of the downpayment the purchaser cannot pay in cash. 

3. Such “carrybacks” are generally in either the form of an open 
note from the purchaser to the builder/seller or in the form of an 
installment contract. In the latter case, after the conventional loan 
has been set up, title to the property is transferred to the builder/seller 
who in turn enters into an installment contract with the purchaser for 
the amount of the “carryback,” placing deed subject to the conven- 
tional mortgage in escrow, to be delivered to the purchaser on payment 
of the contract amount. 





H. M. Lemert, Acting Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Winston-Salem, N. C., October 8, 1957. 
To: Chief Benefits Director, VA Central Office, Washington, D. C. 
Subject: Secondary borrowing arrangements (RCS: 26-45-S). 

1. Reference is made to leter of September 17, 1957, in regard to 
an opinion survey concerning secondary borrowing arrangements now 
employed in this regional office area in connection with financing 
residential construction with conventional loans. 

2. Based on available information and from observation it appears 
that secondary financing arrangements, in the Winston-Salem area 
particularly, are being employed in 30 to 40 percent of all conventional 
residential loans obtained through building and loan sources. The 
general pattern for conventional loans is a loan ratio of from 60 to 
70 percent of purchase price. If the lender is aware in advance that 
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the borrower will require secondary financing, a minimum of 15 to 
20 percent cash equity is required. Generally speaking, the secondary 
financing then approved should not be in excess of 20 ‘percent of the 
total purchase price. 

3. Brokers originating loans for insurance companies and other 
holders do not participate in secondary mortgage financing to the same 
extent as building and loan associations. In the few cases where second 
mortgages have been approved, it is our understanding that there is 
no particular percentage limitation but that the individual bor- 
rower’s financial condition must be such as to warrant the increased 
indebtedness. 

4. Building and loan associations also participate in secondary 
financing arrangements to the extent that if a borrower obtains the 
maximum 70-percent loan and has a 15-percent cash equity, they will 
then permit him to take stock in the building and loan and advance 
him the remaining 15 percent. This method appears to be followed in 
at least 50 percent of those cases requiring secondary financing. 

5. It would appear that as funds gener: ally become more unavailable 
and lenders’ requirements more restrictive, ‘the demand for secondary 
financing will increase. As a matter of information, there is a source 
in this area that has available funds to purchase conventional second 
mortgages, but this source does not make or grant such mortgages. 
Purchase price of the second mortgage is determined by interest rate, 
term, etc. These types of mortgages are generally obtained by builders 
or sellers, who in turn dispose of them to this concern. 

J. D. DeRamus, Manager. 


VETERANS’ ADMINISTRATION, 
DEPARTMENT OF VETERANS BENEFITS, 
Washington, D.C... October 28, 1957 
Hon. Ausert Rats, 
Chairman. Subcommittee on TTousing, 
Committee on Banking and Cur rency, 
Tlouse of Re prese ntatives. Washington, re 
Dear Mr. Ratns: Enclosed are the four reports on secondary bor- 
rowing arrangements which were missing at the time my letter of 
October 15, 1957, was dispatched. 
Very truly yours, 
Rauteu H. Srone, Chief Benefits Director. 


VETERANS ADMINISTRATION REGIONAL OFFICE, 
Wilkes-Barre, Pa., October 18, 1957. 
To: Chief Benefits Director, Department of Veterans’ Benefits, 

Veterans’ Administration Central Office, Washington, D. C. 

Subject: Secondary borrowing arrangements—RCS 26-45-S. 
(Attention: Deputy C hief Benefits Director.) 
This refers to your telegram of October 15, 1957. 

2 During period of tight money market, our loan guaranty officer 
and members of his staff, have been contacting various types of super- 
vised lenders in those areas where there has been a concentration of 
new construction of homes. They have diseussed lending practices, 
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economic and housing situations, money conditions, and servicing 
defaults. In these interviews with officers of these institutions, they 
did not find any evidence of secondary financing through media of 
second mortgages, land-sale contracts, or contracts for deeds in con- 
nection with financing construction with conventional loans. 

3. In our contracts with builders, we have obtained evidence of sec- 
ondary financing as follows: : 





Builder : n by builder from purchaser. 
Extent 3 to 5 percent of cases. 
Builder No, 2.—Personal judgment note taken by builder. Extent 


30 percent of cases. 

Builder No. 3.—Certain lender suggested to this builder that he take 
second mortgage. Extent 30 percent of cases. This builder stated 
he has not taken : any second mortgages. 

Builder No. 4.—Taking second mortgages, term 8 years. Extent 
50 percent of cases. 

The primary loans are financed through nonsupervised type of 
lenders. 
Bernarp A. O'Hara, Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Wilmington, Del., October 16, 1957. 
To: Chief Benefits Director, Veterans’ Administration Central 

Office, Washington, D.C. 
aa Secondary borrowing arrangements—RCS 26-45-S. 

There does not oe far appear any indication in local financial 
Gs that secondary borrowing arrangements are being employed i in 
the conventional loan sector of mortgage financing in the State of 
Delaware. 

2. This in part may be due to the very limited participation of local 
banks in providing mortgage funds for the purchase of newly con- 
structed homes. Local banks with few exc eptions have been highly 
selective with respect to conventional bororwers, requiring as high as 
one-third cash downpayment and amortization within 20 years or less 
and interest from 5 to 6 percent. 

3. Builders in this area have been heavily dependent upon out-of- 
State mortgage financing and there is presently no indication of such 
offerings on a conventional loan basis. 

Wituiam H. Soirn, Manager. 


VETERANS’ ADMINISTRATION REGIONAL OFFICE, 
Atlanta, Ga. October 17, 1957 
To: Chief Benefits Director, Department of Veterans Benefits, Vet- 
erans’ Administration Central Office, Washington, D. C. 
te your TWX, October 15, our opinion of secondary borrowing 
arrangements employed in financing residential construction is that 
majority of cases active builders are taking only second mortgages, 
some with downpayments from $100 to $500. Terms are unknown to 
us. RCS 26-45-S 3016-26. 
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Vererans’ ADMINISTRATION REGIONAL OFFICE, 
Salt Lake City, Utah. October 15, 1957. 
To: Chief Benefits Director, Department of Veterans Benefits, Vet- 
erans’ Administration Central Office, Washington, D. C. 

Re your telegram October 14, RCS 26-45-S, regarding secondary 
borrowing arrangements for conventionual loans, it is the opinion of 
this office that secondary borrowing arrangements being employed in 
connection with financing residential construction with conventional 
loans in this region are very limited. Lenders are not inclined to make 
conventional loans where borrowers do not have sufficient savings or 
equities in other properties that can be turned into cash for substantial 
portions of required downpayments. Where borrowers need only 
small portions—25 percent or less—of downpayments, small loan com- 
panies, credit unions, etc., will make secondary mortgage loans if ac- 
ceptable to the conventional lenders involved. In some instances 
builders accept second mortgages for partial downpayments. 











FEDERAL HOME LOAN BANK BOARD 


(The followi ing letter was written by Congressman Rains to Albert 
J. Robertson, Chairman, Federal Home Loan Bank Board :) 
SEPTEMBER 19, 1957. 
Mr. Apert J. Ropertson, 
Chairman, Federal Home Loan Bank Board, 
Washington, D. C. 

Dear Mr. Rosertson: I am becoming increasingly concerned over 
reports that second mortgage financing ‘and other potentially trouble- 
some financing practices are spreading in the conventional loan sector. 

Appi rently, as builders in some areas have experienced difficulty in 
obtaining F HLA and GI financing in the current tight money market, 
there has been understandable pressure to maintain sales volume by 
offering buyers low downpayments in connection with conventional 
loans. As you know, this objective can be achieved through the second 
mortgage device, through land-sale contracts or contracts for deed, 
and other devices which seek to lower the initial equity required from 
the home buyer 

I recognize that there is nothing necessarily illegal in these prac- 
tices, but I am concerned about the potential economic trouble which 
such financing practices will entail if they become widespread. It 
occurs to me that in carrying out your supervisory and administrative 
functions with respect to member associations and insured associa- 
tions, your personnel as well as personnel in the several home loan 
banks, may have knowledge which could be useful to the committee. 
Accordingly, I would appreciate it very much if you could have your 
staff explore this matter and furnish the committee with a report 
which would indicate (1) whether such financing arrangements are 
known to be going on in connection with conventional loans made by 
savings and loan associations, and (2) if so, how extensive such prac- 
tices are, and (3) in what geographic areas do the practices predom- 
inate, 

I recognize that your people have a heavy work schedule and for 
this reason I am not suggesting an opinion survey which would neces- 
sarily require research or outside inquiry. Rather I have in mind a 
report which would represent the knowledge which has undoubtedly 
already been acquired by your supervisory and administrative per- 
sonnel. 

If your technical people have some detailed questions as to the type 
of information we seek, let me suggest that they get in touch with 
Jim McEwan, the economist on my subcommittee staff. 
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Since our committee will be actively exploring this subject during 
adjournment, I would appreciate having the results of your survey as 
soon as possible without undue inconvenience. 

Sincerely yours, 
Apert Rains, Chairman. 


(The following letter and report were rec ‘eived by Congressman 


Rains ne Albert J. Robertson, Chairman, Federal Home Loan Bank 
Board: 


FeperaAL Home Loan Bank Boarp, 
Washington, D. C., October 1, 1957. 
Hon. Apert Rats, 
Subcommittec on Housing of the Committee on Bankina and 
Currency, House of Representatives, Washington, D. C. 

Dear Mr. Cuarrman: This is in further reference to your letter 
of September 19, 1957, in which you requested information as to the 
extent and trend of second-mortgage financing. 

As indicated in our letter of September 26, we communicated with 
the presidents of our 11 district banks, and are pleased to submit 
herewith the enclosed report, which reflects the substance of their 
views on this question as it pertains to each of the bank districts. 

We trust this is the information you desire; however, if we can be 
of further assistance, please do not hesitate to call on us. 

Sincerely, 
Apert J. Ropertson, Chairman. 


SUBSTANCE OF Reports SUBMITTED BY THE FepERAL Home Loan Banks 
REGARDING THE EXTENT AND TREND OF SECOND MortGAGEe FINANCING 
IN Eacu oF THE 11 Fepera, Home Loan Banx Districts 


District No. 1: Connecticut. Maine. Massachusetts, New Hampshire, 
Rhod: Island. Vermont 
Little, if any, second-mortgage financing in this area; hence, no 
problem. 


District No, 2: New Jersey, New York, Puerto Rico, Virgin Islands 
To the best of our knowledge, secondary-mortgage financing in 
connection with conventional loans made by savings and loan associa- 
tions in this district is very slight, and there is no evidence it is in- 
creasing. Such financing with which we are familiar is in the 
metropolitan area of New York, including Newark, N. J. 
District No. 3: Delaware. P: nnsylvania, West Virginia 
Our surveys show few members tolerate secondary financing and 
no increase in practice is evident. This type of financing does exist 
in the Philadelphia area but is of limited scope. 


District No. 4: Alabama, District of Columbia, Florida, Georgia, 
Maryland, North Carolina, South Carolina, Virginia 

Second mortgages are used in this district, and they showed a sub- 

stantial increase starting about 2 years ago. They are used exten- 


sively in Florida, particularly in and around Miami and in most other 
metropolitan areas except Baltimore. 
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District No. 5: Kentucky, Ohio, Tennessee 

In our opinion, the use of second mortgages or similar practices by 
members in this district is very limited and only in isolated instances. 
We do not believe this type of financing prevails of consequence in 
any specific geographic area within the district. 
District No.6: Indiana, Michigan 

We assume that some secondary debt obligations exist in connection 
with construction lending, confined largely to metropolitan areas, but 
doubt suc s financing constitutes a major activity. Difficulty in giving 
accurate answer lies in the fact that such obligations are customarily 
not apse and, therefore, cannot be accurately determined. Re- 


corded financing of this nature is practically nil, with no known 
tendency to increase. 
District No.7: Illinois, Wisconsin 

According to reports of our examiners, there are very few indica- 
tions in this district of such financing arrangements and no indica- 
tion of uptrend. We believe the extent of the practice is insignificant 
in the district as a whole and, such as there is, is apparently concen- 
trated in the Chicago and Milwaukee metropolitan areas. Aside from 
examination reports, conversations with different managing officers 
indicated that the great bulk of secondary financing involves mort- 
gages made by lenders other than savings and loan associations, but 
even there we believe the ratio of such financing to the total home 
financing is quite small and again concentrated in the two metropolitan 
areas, 
District No. 8: lowa, Minnesota, Missouri, North Dakota, South 

Dakota 


We have no tangible evidence to indicate an increase in the volume 
of secondary financing behind conventional-mortgage loans. Fur- 
thermore, available and pertinent information coming to us, primarily 
from examination reports, indicates that there is comparatively little 
second-mortgage financing in connection with mortgage lending of 
savings and loan associations in this district. 

The only area in this district where secondary financing has con- 
sistently come to our attention over a period of several years is in 
metropolitan St. Louis (that is, St. Louis and St. Louis County, Mo.). 
Even in this area we do not believe that secondary financing can be 
valled an extensive practice insofar as savings and loan associations 
are concerned, and we have no evidence that such practice is increas- 
ing there. 

District No. 9: Arkansas, Louisiana, Mississippi, New Mexico, Texas 

There has been much evidence of second-mortgage activity in this 
district, such evidence being made available through examination 
reports and our conversations with association officers. The seller, 
who in many cases is a speculative builder, often accepts a second 
mortgage which supposedly represents a part of his profit. It is not 


possible. to determine accurately the extent of such activity; however, 
it is quite common in south Louisiana and Texas. 
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District No. 10: Colorado, Nebraska, Oklahoma 

There is a slight increase in second-mortgage financing in connec- 
tion with conventional loans made by associations in this district. We 
estimate second mortgages in 5 percent of home purchases financed by 
associations in Oklahoma City, Tulsa, Kansas City, Kans., and 
Wichita, with 10 percent in Denver. The practice is negligible in 
smaller cities, but there are scattered instances of secondary financing 
in form of real-estate contracts. 


District No. 11: Arizona. California, Idaho. Montana. Nevada, Ore- 
gon, Utah, Washington, Wyoming, Alaska, Guam, Hawaii 

Second-mortgage financing in connection with conventional loans 
made by savings and loan associations occurs quite generally and sub- 
stantially in the southwest section of this district particularly Cali- 
fornia. However, we have no accurate index as to whether the volume 
is increasing or decreasing. Our feeling is that it is static. In the 
northwest section of this district this practice is followed in a very 
modest degree. 


98420—5 











TREASURY DEPARTMENT 


(The following letter was written by Congressman Rains to Ray 

M. Gidney, Comptroller of the Currency :) 
SEPTEMBER 19, 1957 
Mr. Ray M. Giwney, 
Comptroller, Office of the Comptroller of the Currency, 
Department of the Treasury, Washington, D.C. 

Dear Mr. Gipney: I am becoming increasingly concerned over re- 
ports that second-mortgage financing and other potentially trouble- 
some financing practices are spreading in the conventional loan 
sector. 

Apparently, as builders in some areas have experienced difficulty 
in obtaining FHA and GI financing in the current tight money mar- 
ket, there has been understandable pressure to maintain sales volume 
by offering buyers low downpayments in connection with conven- 
tional loans. As you know, this objective can be achieved through 
the second-mortgage device, through land sale contracts or contracts 
for deed, and other devices which seek to lower the initial equity re- 
quired from the home buyer. 

I recognize that there is nothing necessarily illegal in these prac- 
tices, but I am concerned about the potential economic trouble which 
such financing practices will entail if they become widespread. It 
occurs to me that in carrying out your supervisory and administra- 
tive functions with respect to national banks, your personnel may 
have knowledge which could be useful to the committee. Accord- 
ingly, I would appreciate it very much if you could have your staff 
explore this matter and furnish the committee with a report which 
would indicate (1) whether such financing arrangements are known 
to be going on in connection with conventional loans made by national 
banks; (2) if so, how extensive such practices are; and (3) in what 
geographic areas do the practices predominate. 

I recognize that your people have a heavy work schedule and for 
this reason I am not suggesting an opinion survey which would neces- 
sarily require research or outside inquiry. Rather I have in mind a 
report which would represent the knowledge which has undoubtedly 
already been acquired by your supervisory and administrative 
personnel. 

If your technical people have some detailed questions as to the 
type of information we seek, let me suggest that they get in touch 
with Jim McEwan, the economist on my subcommittee staff. 

Since our committee will be actively exploring this subject during 
adjournment, I would appreciate having the results of your survey 
as soon:as possible without undue inconvenience. 

Sincerely yours, 
Apert Rarns, Chairman. 
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(The following letter was received by Congressman Rains from 
Ray M. Gidney, Comptroller of the Currency :) 


Treasury DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
Washington, D. C., October 30, 1957. 
Hon. Arperr Rats, 
Chairman, Subcommittee on Housing of the Committee on 
Banking and Currency, House of Representatives, Washing- 
ton, D.C. 

Drar Mr. Rarys: We refer to your letter of September 19, 1957, 
concerning the use of secondary financing as a means of requiring 
lower cash downpayments in the sale of residential real estate and 
inquiring into the extent of such practice insofar as national banks 
are concerned. 

The authority under which national banks may make real-estate 
loans is contained in paragraphs 1, 2, and 3, of section 24 of the Federal 
Reserve Act, as amended (12 U. S. C. 371). Under this statute, na- 
tional banks may make or purchase real-estate loans secured by first 
liens upon improved real estate provided certain other conditions are 
met with respect to maturity and amount of loan in relation to ap- 
praised value of the realty. Such banks may not make or purchase 
loans secured by second liens as a basis for providing all or a part of 
the equity the borrower must have in the real estate ‘pledged in order 
for the basic financing to conform to statutory requirements, or for 
any other purpose. A national bank, therefore, could not engage in 
secondary financing as an owner of an obligation supported by a second 
lien. The only ways a national bank could be legally involved in 
secondary financing would be through the acceptance of a note of the 
purchaser on the realty not secured by a lien on the realty, or by the 
acceptance of a note secured by a see ond lien as collateral to an ob liga- 
tion of a third party. 

It is possible for a national bank to make or purchase a conforming 
real estate mortgage loan and at the same time be unaware of the exist- 
ence of secondary financing if it does not look into the borrower's 
credit worthiness beyond the real estate security pledged so as to 
establish the fact that secondary financing was or was not involved. 
Also, if the examiner finds that an already made residential real estate 
loan meets all legal requirements and the borrower is performing 
satisfactorily by keeping his loan in current order, he may not con- 
sider it necessary to look into the credit bac kground of the transaction 
unless the bank’s lending policies are unsound. In the light of the 
fact that there seems to be no available statistical information covering 
the subject, a survey of banks and examiners to determine the extent 
of secondary financing in the purchase of dwellings necessarily will 
include some hearsay information and conjecture. 

As we promised in our letter of September 30, 1957, we made a study 
of this matter by asking the 12 district chief national bank examiners 
to contact on an informal basis approximately 10 representative banks 
in each district and inquire as to their knowledge of the use of second 
mortgages, land contracts, contracts for deed, or other such devices as 
a means to lower the initial equity required from home buyers. We 
also indicated to the district chief national bank examiners that we 
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would have no objection to their making an opinion survey of their 
field examiners. 

We have received replies from each of the district chief national 
bank examiners and at the risk of a lengthy presentation their inter- 
esting findings are as follows: 


FIRST FEDERAL RESERVE DISTRICT 


The advice received from at least 1 representative national bank in 
each of the 6 New England States and the examiners in the district 
indicates that these devices are not being used in connection with con- 
ventional real estate financing handled by national banks. It is sup- 
posed that in occasional instances a developer might have to resort to 
second-mortgage financing. 


SECOND FEDERAL RESERVE DISTRICT 


Second mortgages are being used to some extent as a means of 
requiring lower cash downpayments in financing the purchase of 
dwellings. These arrangements are not being used in connection with 
conventional mortgage loans made by national banks insofar as it is 
possible to determine. All of the banks contacted expressed the view 
that they consider such a procedure to be unsound mortgage lending. 
Information reaching the district chief national bank examiner leads 
him to believe that the second-mortgage procedure is confined mostly 
to what is known as custom building. It 1s also said that some savings 
banks making loans on Long Island do not object to the existence of 
second mortgages behind conventional mortgages. It was also stated 
that savings and loan associations, in some cases, increase their mort- 
gage loans about 10 percent and either hold back this amount from the 
builder or give the builder a participation in the mortgage and allow 
this participation to be paid out first. One source of information in 
this district which is supposed to be familiar with mortgage financing 
throughout the country, reported that second mortgages are being 
used extensively in Florida. 


THIRD FEDERAL RESERVE DISTRICT 


National banks contacted indicated that an application for a 
first conventional mortgage loan would be rejected if the buyer of a 
new dwelling creates a second mortgage as part of the financing; how- 
ever, there is an exception noted below. 

In one town north of Reading, Berks County, Pa., about 100 dwell- 
ings have been built. One bank holds first mortgages on some of 
them. The owners of at least 7 properties have given the builder sec- 
ond mortgages which are drawn for a term of 15 years with monthly 
amortization. Inthe Lancaster, Pa., area one bank reports a growing 
practice for builders to take notes of from $1,000 to $2,000 from the 
buyer of a dwelling. Under Pennsylvania law such notes may be 
entered as liens against the property at any time. 

The practice of most national banks is to require a statement from 
the borrower setting forth the price paid for new property and the 
details of settlement. He must also inform the bank as to his annual 
income and a list of his debts. In most instances a first conventional 
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mortgage loan would not be granted to the purchaser of a new dwell- 
ing if the downpayment plus ‘the proceeds of the first mortgage would 
not enable him to make full settlement. Bankers agree that it is possi- 
ble for a person to obtain financial assistance without the bank know- 
ing about it. 

While there are reports that there is second-mortgage financing in 
connection with conventional loans, such financial arrangements are 
not known to be going on in connection with conventional loans made 
by national banks, exc ept in the few instances referred to above. 


FOURTH FEDERAL RESERVE DISTRICT 


On the basis of a survey of 10 representative banks in 8 different 
cities and the views of 15 field examiners, no national banks are using 
second liens or other devices as a means of permitting lower down- 
payments in financing the purchase of dwellings. A few banks con- 
tacted indicated that some financing of this type has been arranged 
with lending institutions other than banks but it was felt that the 
volume involved is relatively unimportant and that the practice has 
not become widespread. 


FIFTH FEDERAL RESERVE DISTRICT 


The 10 representative national banks contacted knew of no such prac- 
tices on the part of speculative builders but several reported that 
occasionally the seller of a home would take a second mortgage as part 
payment with the bank taking the first mortgage. Several bankers 
stated that they would not make real-estate mortgage loans where 
secondary financing was provided by a builder. Two examiners in 
Washington stated that secondary financing of dwelling purchases in 
that city has been a prevalent practice for many years as evidenced by 
the large number of second trust notes held for collection by loce al 
banks, but they do not believe that such financial arrangements were 
made in connection with conventional real-estate loans made by 
national banks. 

SIXTH FEDERAL RESERVE DISTRICT 


The examiners and 33 of the larger banks in the district were 
contacted. The examiners reported ‘that other than in Florida no 
cases have been found where the practices enumerated are in exist- 
ence. Florida examiners advised that in the case of large builders and 
developers who are opening up new subdivisions and selling i in volume, 
it is the practice to arrange secondary financing; however, the exam- 
iners are not in a position to determine the extent to which it exists. 
In their examinations of Florida national banks they have found none 
financing conventional mortgages where a second lien exists. 

Twenty banks of the 33 contacted advised that they do not make any 
conventional loans on property where the builder accepts second mort- 
gages as a part of the downpayment. However, in most cases in their 
cities there is some financing primarily through building and loan 

issociations but none is in a ‘position to determine the extent of such 
fin: incing. 

The district chief national bank examiner believes that it is obvious 
that there is considerable secondary financing in Florida. Of the 13 
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banks which failed to reply to his inquiry, the majority are in Florida, 
and in the Jacksonville, Tampa, and Fort Lauderdale areas where 
there is a large volume of housing projects under construction. 

It is possible that there is considerable activ ity in this type of finane- 
ing in the St. Petersburg and Sarasota areas. A representative of one 
of the banks in Sarasota advised that project builders are obtaining 
loans from savings and loan associations. These associations are said 
to grant loans ranging from 65 to 80 percent of the purchase price and 
about 40 percent of the total of these loans involve secondary financ- 
ing. ‘These are in the low- and medium-priced dwellings with down- 
payments ranging from $750 to $2,000 with the difference between the 
amount of the first lien and the cash downpayment being financed by 
second mortgages ranging in maturity from 3 to 5 years at 6 percent 
interest. Many of the builders are said to be selling these second 
mortgages at a discount to individuals for private investment at yields 
approximating 10 percent. 

A representative of one of the banks in St. Petersburg stated that 
he contacted one of the largest mortgage loan institutions in the State 
of Florida and was advised that this institution represents about 100 
life insurance companies and that the insurance companies presently 
require the borrower to certify as to his equity. He maintains that the 
insurance companies will not tolerate secondary financing. 


SEVENTH FEDERAL RESERVE DISTRICT 


On the basis of information provided by 10 representative banks, 
2 in each of 5 States within the district, it is evident that bank man- 
agements in the national banks in the district are reluctant to make 
mortgage commitments or to originate mortgage loans where it is 
apparent that second liens of any character may be involved. Every 
attempt is made by national banks to discourage such programs recog- 
nizing that such practices and devices are not only unwholesome, but 
conc eivably might bring about many problems in ‘the real estate field. 
There is no particular geographic area in which it can be said that 
such practices predominate. Although transactions involving second- 
ary financing are not generally entered into by national banks and 
most mortgage lenders, it is understood that there are sources where 
first mortgages are available under secondary financing conditions. 
Such second: iry financing as may be employed in real estate transac- 
tions occurs in the metropolitan areas of Chicago and particularly in 
Milwaukee where it appears to be increasing. 


EIGHTH FEDERAL RESERVE DISTRICT 


Contacts with 10 representative banks in the district resulted in the 
unanimous opinion that corporate lenders do not participate in second- 
ary financing of sales of real estate. In connection with the sale of 
dwellings particularly, it is not unusual for a seller to complete the 
transaction solely on the basis of a contract for deed or accept a 
second mortgage in satisfaction of a part of the sale price. However, 
as a rule, national banks reject applications for real estate loans which 
involve secondary financing. It cannot be said that there is any prev- 
alence of secondary financing in the district. 
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NINTH FEDERAL RESERVE DISTRICT 


If there is any considerable use of contracts for deed and second 
mortgages to finance home purchases, it does not involve national 
banks to any appreciable degree. Occasionally examiners find a loan 
collateraled by a contract for deed but invariably the borrower is an 
investor or real estate broker. Generally, banks which make real 
estate loans on dwellings confine this activity to the conventional type. 
The greatest demand for be ie financing is in Rochester, Minn. 
Grand Forks and Minot, N. Dak., “where new air bases are being con- 
structed, are also experienc a mild home building booms. In Roches- 
ter, International Business Machines Corp. is building a large plant 
and is transferring many employees from their other plants in New 
York State. There is considerable interim home financing and to take 
some pressure off the banks International Business Machines Corp. 
will now guarantee unsecured loans for any of their keymen to make 
downpayments until they are able to sell their homes back east with- 
out too much sacrifice. Secondary financing is not involved in this 
situation insofar as national banks are concerned although a fair por- 
tion of the completed mortgage loans may be somewhat heavy based 
on values and income of the borrower. 


TENTIL FEDERAL RESERVE DISTRICT 


The survey resulted in the conclusion that commercial banks and 
insurance conipanies finance practically no real estate purchases where 
secondary financing is involved and an estimate of the volume of such 
activity ranges from nil to 3 percent of the aggregate. Residential 
properties financed through conventional mortgage loans made by 
building and loan companies, savings banks, and individuals where 
part of the purchase price is repreesnted by secondary financing con- 
stituted 10 percent of sales at Boulder, Colo., 25 percent of sales at 
Longmont, C ‘olo., and 20 percent of sales at Denver, Colo., based upon 
findings of . group of mortgage loan brokers and realtors who re- 
cently made a study of the subject. The district chief national bank 
examiner questions the accuracy of these estimates. 


ELEVENTH FEDERAL RESERVE DISTRICT 


It is the consensus that, other than with minor exceptions, banks 
are neither parties to the practice of making real estate mortgage 
loans which involve secondary financing nor do they have knowledge 
that any of their builder-customers are so engaged. It was re ported 
n the Dallas area that some 6 or 9 months ago several of the local 
savings and loan associations financed ee builders on blocks 
of low-cost housing at approximately t he builder’s costs, the latter 
taking second mortgages arising out of the sales for his profits. The 
volume of such transactions never assumed a sizable proportion and 
the practice has since been discontinued. It has also been reported 
that secondary financing is used more extensively on the west coast 
and here again the participants are said to be savings and loan asso 

ations rather than banks 
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TWELFTH FEDERAL RESERVE DISTRICT 


Representative banks in the States of Idaho, Oregon, Washington, 
and Nevada report without exception that they have no knowledge of 
secondary financing arrangements being used in connection w ith con- 

ventional loans made by national binks and to the best of their 
knowledge and belief, such practices are extremely limited insofar 
as other institutional lenders are concerned in those States. The 
banks in California, Utah, and Arizona report that insofar as national 
banks are concerned, there is very little financing of this type in 
evidence. In the San Francisco Bay region, Los Angeles area, Utah, 
and Arizona the practice is reported to be used quite extensively by 
savings and loan associations. In the Los Angeles area some builders 
have been marketing speculative tracts with a savings and loan asso- 
ciation holding a first. lien representing approxim: ately 80 percent of 
the sale price of the property and the builder-seller taking a second 
trust deed from the buyer for a portion of the downpayment. This 
practice was highlighted on October 8, 1957, at a meeting during the 
California Real Estate Association convention when one of the speak- 
ers strongly urged brokers to seek second lien loans to facilitate the 
sale of property with smaller downpayments. 

Based on the reports of surveys made by the 12 district chief 
national bank examiners, the answers to the three questions concern- 
ing national banks presented in your letter may be summarized as 
follows: (1) Although secondary financing may be involved in con- 
nection with conventional loans made by a relatively few national 
banks; (2) the ge:eral extent of such practices may ‘be regarded as 
minor; and (3) we have no reason to believe that there are any geo- 
graphic areas in which such financing is utilized by such banks to any 
appreciable extent. 

Sincerely yours, 


Ray M. Gipney, 
Comptroller of the Currency. 











FEDERAL RESERVE SYSTEM 


(The following letter was written by Congressman Rains to William 

McC. Martin, Jr., Chairman, Federal Reserve System :) 
SEPTEMBER 19, 1957. 
Mr. Witu1am McC. Martin, Jr., 
Chairman, Federal Reserve System, 
Washington, D.C. 

Dear Mr. Martin: I am becoming increasingly concerned over re- 
ports that second mortgage financing and other potentially trouble- 
some financing practices are spreading in the conventional loan sector. 

Apparently, as builders in some areas have experienced difficulty 
in obtaining FHA and GI financing in the current tight-money mar- 
ket, there has been understandable pressure to maintain sales volume 
by offering buyers low downpayments in connection with conventional 
loans. As you know, this objective can be achieved through the sec- 
ond-mortgage device, through land sale contracts or contracts for 
deed, and other devices which seek to lower the initial equity required 
from the home buyer. 

I peeegienes that there is nothing necessarily illegal in these prac- 
tices, but I am concerned about the potential economic trouble which 
such financing practices will entail if they- become widespread. It 
occurs to me that in carrying out your supervisory and administra- 
tive functions with respect to member banks, your personnel may have 
knowledge which could be useful to the committee. Accordingly, I 
would appreciate it very much if you could have your staff explore 
this matter and furnish the committee with a report which would in- 
dicate (1) whether such financing arrangements are known to be going 
on in connection with conventional loans made by member banks, 
(2) if so, how extensive such practices are, and (3) in what geographic 
areas do the practices predominate. 

[ recognize that your people have a heavy work schedule and for 
this reason I am not suggesting an opinion survey which would neces- 
sarily require research or outside inquiry. Rather I have in mind a 
report which would represent the knowledge which has undoubtedly 
already been acquired by your supervisory and administrative per- 
sonnel. 

If your technical people have some detailed questions as to the type 
of information we seek, let me suggest that they get in touch with 
Jim McEwan, the economist on my ‘subcommittee staff. 

Since our committee will be actively exploring this subject during 
adjournment, I would appreciate having the results of your survey 
as soon as possible without undue inconvenience. 

Sincerely yours, 
Apert Rains, Chairman. 
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(The following letter was received by Congressman Rains from 
Wm. McC. Martin, Chairman, Federal Reserve Board :) 


NOVEMBER 25, 1957. 
Hon. Avserr Rats, 
House of Representatives, Washington, D.C. 

Dear Mr. Ratns: In response to your request of September 19, 1957, 
for information on the extent of second mortgage and similar fins wnc- 
ing of new houses, we have canvassed the information available to us 
in Washington, and have asked the Federal Reserve banks for such in- 
formation as they could conveniently assemble on the subject. 

As you know, there is little useful statistical information on second 
mortgage financing. On the basis of trade reports and impressions de- 
rived from day-to-day analysis of developments, the Board’s staff has 
the feeling that during the past 2 years second-mortgage financing has 
increased, particularly in areas of the country that ordinarily rely on 
the large eastern financial centers for an appreciable part of their 
mortgage funds. 

Reports from Federal Reserve banks vary widely on the prevalence 
of use of second mortgages and of land contracts, which often serve the 

same purpose in the sale of new houses. Little knowledge of any sig- 

nificant use of second mortgages is reported in the Boston district ; the 
practice is not of consequence and is not increasing to any appreciable 
extent in the Philadelphia district; and instances of second mortgage 
financing have come to attention only on very rare occasions in the 
Cleveland district. The Federal Reserve Bank of Richmond re- 
ports that second mortgage financing is not general in the district, 
but second mortgages are being taken by sellers of old houses more 
frequently now than at thé beginning of the vear: in the Washing- 
ton area there appears to be some increase in the use of second mort- 
gages by purchasers of property for resale and in the sale of old houses. 
In the Chicago district second mortgage financing is used little, but 
around Detroit land contracts have been common for many years and 
recently have been used with increasing frequency. 

In the New York area some small increase in second mortgage 
financing is reported for local transactions, but the main flow of 
second mortgage funds is to out-of-State areas, largely in the South. 
The Federal Reserve Bank of Atlanta reports that Miami, Fla., ap- 
pears to be the principal exception to the statement that there is little 
second mortgage financing of new properties in the district; there is 
some evidence of an increase in second mortgages taken back by 
sellers of old houses. 

In the Minneapolis, St. Louis, Kansas City, and Dallas districts 
the use of second mortgage financing or land contracts is reported to 
be common or to have increased recently. The Federal Reserve Bank 
of San Francisco reports that second mortgages appes ar to be used 
extensively by builders in the Los Angeles area; in the San Francisco 
area, second mortgages are used occasionally in selling the last few 
houses in a development. The bank also reports that land contracts 
appear to be used to some extent in Utah and the Pacific Northwest, 
but not in California. 

The techniques used in second mortgage and land contract financing 
also vary widely, influenced apparently by legal differences among 
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jurisdictions as well as by factors such as experience and sources of 
funds. The Federal Reserve Bank of Kansas City, for example, re- 
ports that Missouri law discourages the use of the contract for deed 
whereas the law of Kansas makes it practical; and the Federal Reserve 
Bank of Dallas reports that the use of second mortgages is more com- 
mon in and near the large cities than elsewhere because of the avail- 
ability of funds and the ease of inspection. The Dallas bank also 
found the opinion expressed that second mortgages may be beneficial 
since the local holder of the second lien keeps an eye on the state of the 
property. 

Where second mor tgages are prevalent there appear to be secondary 
markets in which the junior liens are bought at discounts of from 20 
to 50 percent, depending on various elements in the transaction and 
terms of the lien. Builders and sellers of old houses have recourse 
to these markets to different degrees depending on their own situations. 
There is no evidence reported that these secondary markets are 
financed by borrowing from financial institutions. 

A modification of customary mortgage financing procedures which 
is not second mortgage financing was reported from a number of 
places. This was the use by savings and loan associations of pledged 
share accounts of builders as additional security for mortgage loans 
of high ratio to selling price. Under this arrangement the builders 
would be able to redeem the pledged shares only after the mortgagor 
had met certain conditions of his mortgage contract, such as repaying 
a predetermined portion of his mortgage. 

We hope this information will be of help to you. 

Sincerely yours, 


Wiiiram McC. Martin, Jr. 
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(The following letter was written by Congressman Rains to Jesse 
P. Wolcott, Chairman, Federal Deposit Insurance Corporation :) 
SEPTEMBER 19, 1957. 
Mr. Jesse P. Woicorr, 
Chairman, Federal Deposit Insurance Corporation, 
Washington, Bot. 

Dear Jesse: I am becoming increasingly concerned over reports 
that second mortgage financing and other potentially troublesome 
financing practices are spreading in the conventional loan sector. 

Apparently, as builders in some areas have experienced difficulty 
in obtaining FHA and GI financing in the current tight-money mar 
ket, there has been understandable pressure to maintain sales volume 
by offering buyers low downpayments in connection with conven- 
tional loans. As you know, this objective can be achieved through 
the second mortgage device, through land sale contracts or contracts 
for deed, and other devices which seek to lower the initial equity re 
quired from the home buyer. 

I recognize that there is nothing necessarily illegal in these prac- 
tices, but I am concerned about the potential economic trouble which 
such financing practices will entail if they become widespread. It 
occurs to me that in carrying out your supervisory and administra- 
tive functions with respect to insured nonmember banks, your per- 
sonnel may have knowledge which could be useful to the committee. 
Accordingly, I would appreciate it very much if you could have your 
staff explore this matter and furnish the committee with a report 

which would indicate (1) whether such financing arrangements are 
cae to be going on in connection with conventional loans made by 
insured nonmember banks; (2) if so, how extensive such practices 
are: and (5) in What geographic areas do the prac ‘tices predomin: ite. 

[ recognize that your people have a heavy work schedule and for 
this reason I am not suggesting an opinion survey which would neces 
sarily require research or outside inquiry. Rather I have in mind a 
report which would — nt the knowledge which has undoubtedly 
already been acquired by your supervisory and administrative per 
sonnel. 

If your technical people have some detailed questions as to the type 
of information we seek, let me suggest that they get in touch with 
Jim McEwan, the economist on by subcommittee st: aff. 

Since our committee will be actively exploring this subject during 
adjournment, I would appreciate having the results of your survey as 
soon as possible without undue inconvenience. 

Sincerely yours, 
Apert Rains, Chairman. 
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(The following letter was received by Congressman Rains from 
Hon. Jesse P. Wolcott, Chairman, Federal Deposit Insurance Cor- 
poration 7 

FrepERAL Depostr INSURANCE CORPORATION, 
Washington, November 25, 1957. 
Hon. Auperr Rats, 
Chairman, Subcommittee on Banking and Currency, 
TTouse of 7 ee Sé ntativ ES, W ashington, Dd. &. 


Dear Atserr: Since writing our previous letter relating to real- 
estate sales pr: ae tic es, we have rec eived replies from our supervising 
examiners to whom we directed inquiries concerning the practices in 
the various districts of the Corporation. 

From the replies we have received and from our own observations, 
we have concluded that, while second-mortgage financing to reduce 
downp: iyments is 2 more or less common pre actice in various areas, it 
is minor in volume in connection with conventional mortgage loans in 
the commercial banks. 

As you know, most banks are not allowed to advance credit on 
junior real-estate mortgages and only have such liens when they have 
been acquired to provide additional security for a debt previously con- 
tracted. In our examination process we cannot always ascertain if 
the real estate securing a conventional mortgage is also subject to a 
junior lien. We do, however, require our examiners to acquire com- 
plete information relating to any real-estate mortgage loan which 
they believe is too large in relation to the value of the property, and 
their analysis of such loans sometimes discloses “thin” equities of 
purchasers. Instances of this type do not occur in sufficient volume 
to indicate that commercial banks are accepting conventional mort- 
gages which may become weak assets through inability of real-estate 
purchasers to service both the conventional mortgage debt and an ad- 
ditional debt collateraled by a junior lien. 

We hope this information may be of value to your committee, and 


you are assured that if additional information on the subject becomes 
available it will be promptly forwarded to you. 
Sincerely yours, 


Jesse P. Woxcorr, Chairman. 
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